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NICKEL-COBALT CONTRACT OBLIGATIONS OF THE 
U.S. GOVERNMENT 


(Moa Bay, Cuba, and Braithwaite, La.) 


MONDAY, MAY 11, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT ACTIVITIES 
OF THE CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in the hear- 
ing room of the George Washington Inn, Hon. Jack Brooks (chair- 
man) presiding. 

Mr. Brooxs. Gentlemen, the Government Activities Subcommit- 
tee having been duly organized under rules of the House of Repre- 
sentatives, and a quorum being present for the purpose of taking tes- 
timony and receiving evidence, with Mrs. Weis and Mr. Wallhauser 
and our distinguished minority member, Mr. Clare Hoffman, the 
meeting is hereby called to order. 

The mutual dedication of this subcommittee’s members, both 
Democratic and Republican, is to its continuing study of efficiency 
and economy in the operation of the 15 Federal agencies placed under 
its jurisdiction. Our harmonious pursuit of efficiency and economy 
had the gratifying result during the 85th Congress of saving more 
than $2 million in cash for the Nation’s taxpayers. 

We feel, too, that our joint efforts have served to alert both the 
public and the Federal agencies under our jurisdiction to the need 
for constant vigilance in this field, making them more waste-conscious 
and sympathetic with our insistence that the people of this Nation 
receive full value for their tax dollars. 

At this point I would like to place in the record pages 4 through 
10 of the legislative calendar of the U.S. House of Representatives, 
86th Congress, 1st session, Committee on Government Operations, and 
a copy of the rules of this subcommittee. 

(The information is as follows:) 


THE COMMITTEE ON GOVERNMENT OPERATIONS, HOUSE OF 
REPRESENTATIVES, 86th CONGRESS 


I. JURISDICTION AND AUTHORITY 


The Rules of the House of Representatives provide for election by the House, 
at the commencement of each Congress, of 20 named standing committees, one 
of which is the Committee on Government Operations. The committee consists 
of 30 Members.” 





Rule X(h). 
wn Res. 120, 86th Cong., adopted January 19, 1959; see Part II. Historical Background, 


1 
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Rule XI sets forth the committee’s jurisdiction as follows (H. Doe. 474, 84th 
Cong., 2d sess., pp. 328, 338) : 
“POWERS AND DUTIES OF COMMITTEES 


“All proposed legislation, messages, petitions, memorials, and 
ters relating to the subject. listed under the standing 
below shall be referred to such committees, respectively : * 


other mat- 
committees named 


* * * * * 
8. COMMITTEE ON GOVERNMENT OPERATIONS 


(a) Budget and accounting measures, other than appropriations. 
(b) Reorganizations in the executive branch of the Government. 
(c) Such committee shall have the duty of— 

(1) receiving and examining reports of the Comptroller Genera] of 
the United States and of submitting such recommendations to the House 
as it deems necessary or desirable in connection with the subject mat. 
ter of such reports; 

(2) studying the operation of Government activities at all levels with 

a view to determining its economy and efficiency ; 
(3) evaluating the effects of laws enacted to reorganize the legis- 
lative and executive branches of the Government ; 
(4) studying intergovernmental relationships between the United 
States and the States and international organizations of which the 
United States is a member. 

(d) For the purpose of performing such duties the committee, or any 
subcommittee thereof when authorized by the committee, is authorized to 
sit, hold hearings, and act at such times and places within the United 
States,* whether or not the House is in session, is in recess, or has ad- 
journed,’ to require by subpena or otherwise the attendance of such wit- 
nesses and the production of such papers, documents, and books, and to take 
such testimony as it deems necessary. Subpenas may be issued under the 
signature of the chairman of the committee or of any subcommittee, or 
by any member designated by any such chairman, and may be served by any 
person designated by any such chairman or member.® 

The committee also exercises authority under a number of statutes, the princi- 
pal statutes being the following: 


2 U.S.C., Supp. V, sec. 190d 
Surveillance bu committees of execution of laws by agencies 


To assist the Congress in appraising the administration of the laws and in 
developing such amendments or related legislation as it may deem necessary, 
each standing committee of the Senate and the House of Representatives 
shall exercise continuous watchfulness of the execution by the administra- 
tive agencies concerned of any laws, the subject matter of which is within 
the jurisdiction of such committee; and, for that purpose, shall study all 
pertinent reports and data submitted to the Congress by the agencies in the 
executive branch of the Government.’ (Aug. 2, 1946, ch. 753, title I, § 136, 60 
Stat. 832 





3 Paragraphs (a), (b), and (c) of Rule XI, 8, were initially adopted as Rule XI, (1(h), 
in section 121(a) of the Legislative Reorganization Act of 1946 (60 Stat. 812, 825 ch. 753). 

The moneys made available to the committee are available for expenses incurred in 
conducting studies and investigations authorized by Rule XI, 8, whether made within or 
without the United States. H. Res. 108, 86th Cong., adopted January 29, 1959. See 
also Part II. Historical Background, infra. 

5 See House Rule XI, 29. 

6 Paragraph (d) of Rule XI, 8, was adopted on February 10, 1947, by H. Res. 90, 80th 
Cong. (93 Cong. Rec. 942-945). 

7 This provision was made a part of the standing rules on January 3, 1953, and appears 
as rule XI, 27. 
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84th 5 U.S.C., Supp. V, sec. 105a 
Information furnished committees of Congress on request 


Every executive department and independent establishment of the Govern- 

mat- ment shall, upon request of the Committee on Government Operations of the 

amed House, or of any seven members thereof, or upon request of the Committee 
on Government Operations of the Senate, or any five members thereof, fur- 
nish any information requested of it relating to any matter within the juris- 


, diction of said committee. (May 29, 1928, ch. 901, § 2, 45 Stat. 996.) 
31 U.S.C., sec. 53 (b) 
Investigations and reports by Comptroller General 
ral of * * * * * * * 
douse (b) He (the Comptroller General) shall make such investigations and re- 
/ Mat- ports as shall be ordered by either House of Congress or by any committee 
of either House having jurisdiction over revenue, appropriations, or expen- 
} With ditures. The Comptroller General shall also, at the request of any such 
committee, direct assistants from his office to furnish the committee such aid 
legis- and information as it may request. (June 10, 1921, ch. 18, title III, sec. 312, 
42 Stat. 25.) 
Mnited 31 U.S.C., Supp. V, sec. 60 
h the 
Analyses of executive agencies’ expenditures by Comptroller General; 
r any reports to congressional committees 
el to 
‘ited The Comptroller General is authorized and directed to make an expendi- 
is ad- ture analysis of each agency in the executive branch of the Government (in- 
1 wit: cluding Government corporations), which, in the opinion of the Comptroller 
» take General, will enable Congress to determine whether public funds have been 
‘r the economically and efficiently administered and expended. Reports on such 
Pe, OF analyses shall be submitted by the Comptroller General, from time to time, 
y any to the Committees on Government Operations, to the Appropriations Com- 
mittees, and to the legislative committees having jurisdiction over legisla- 
yrinci- tion relating to the operations of the respective agencies, of the two Houses. 
(Aug. 2, 1946, ch. 753, title II, § 206, 60 Stat. 837.) 
Il. Historical BACKGROUND 
The committee was initially named the “Committee on Expenditures in the 
Executive Departments.” Its antecedents are summarized in Cannon’s Pre- 
ind in cedents of the House of Representatives (vol. VII, sec. 2041, p. 831 (1935)) as 
ssary, follows: 
atives “This committee was created, December 5, 1927, by the consolidation of 
istra- the eleven Committees on Expenditures in the Various Departments of the 
vithin Government, the earliest of which has been in existence since 1816. As 
dy all adopted in 1816, the rule did not include the committees for the Depart- 
in the ment of Interior, Justice, Agriculture, Commerce, and Labor. The com- 
36, 60 mittees for these departments date, respectively, from 1860, 1874, 1889, 1905, 


and 1913. 
“The resolution providing for the adoption of the rules of the Seventieth 
(1(h), Congress discontinued the several committees on expenditures and trans- 


. 753). ferred their functions to the newly created Committee on Expenditures in 

oh = the Executive Departments. 

). See “On March 17, 1928, the jurisdiction of the committee was further en- 
larged by the adoption of a resolution, reported from the Committee on 

) 80th Rules, including within its jurisdiction the independent establishments and 

‘ commissions of the Government.” ° 

ippears 





®Pxamples of the wide ranging scope of the committee’s jurisdiction are set forth in 
Cannon’s Precedents, supra, sections 2042-2046, pp. 831-833 (1935). 
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From 1928 until January 2, 1947, when the Legislative Reorganization Ag¢ 
of 1946 became effective, the Committee’s jurisdiction was set forth in Rule XI, 
34, of the House Rules then in force (H. Doc. 810, 78th Cong., 2d sess. (1945) ); 
as follows: 

“POWERS AND DUTIES OF COMMITTEES 


* * * * * * * 


“34. The examination of the accounts and expenditures of the severg) 
departments, independent establishments, and commissions of the Goverp. 
ment and the manner of keeping the same; the economy, justness, ang 
correctness of such expenditures ; their conformity with appropriation laws; 
the proper application of public moneys; the security of the Government 
against unjust and extravagant demands; retrenchment; the enforcement 
of the payment of moneys due to the United States; the economy and ac. 
countability of public officers; the abolishment of useless offices, shall all be 
subjects within the jurisdiction of the Committee on Expenditures in the 
Executive Departments.” 

As mentioned above, the present statement of the Committee’s jurisdiction 
was largely prescribed in the revised Rule XI set forth in the Legislative Re. 
organization Act of 1946, supra. The Rule as set forth in the Act contained its 
present preamble, plus the following proviso: 

“Provided, That unless otherwise provided herein, any matter within the 
jurisdiction of a standing committee prior to January 2, 1947, shall remain 
subject to the jurisdiction of that committee or of the consolidated committee 
succeeding generally to the jurisdiction of that Committee.” 

This proviso was omitted from the Rules of the House adopted January 3, 1953° 

Under the Constitution (art. I, sec. 5, cl. 2), “Each House may determine the 
Rules of its Proceedings.” Omission of the proviso made no substantive change, 
since the scope of the committee’s jurisdiction prior to January 2, 1947, igs 
embraced within the committee’s jurisdiction as defined in the present Rules. 

The committee’s membership, which was fixed at 21 when it was consolidated 
on December 5, 1927, was increased to 25 when the Legislative Reorganization 
Act of 1946 became effective on January 2, 1947. In 1951, the committee's 
membership was increased to 27,” and since 1953 has been fixed at 30 members 
Since May 11, 1950, the moneys made available to the committee have, by House 
resolution in each session of Congress, been available for expenses incurred in 
conducting studies and investigations authorized by rule XI, 8, whether made 
within or without the United States.” 

The committee’s name was changed to “Committee on Government Opera- 
tions’ by House Resolution adopted July 3, 1952." The Congressional Record 
indicates that the reasons underlying that change in name were, in part, as 
follows: * 

“This committee is proposing the indicated change in the present title, 
in view of the fact that it is misleading and the committee’s functions and 
duties are generally misunderstood by the public. 


x x fe * oe x * 


“In suggesting the proposed change the committee based its decision on 
what it considers to be the major or primary function of the committee under 
the prescribed duties assigned to it to study ‘the operations of Government 


®H. Res. 5, 83d Cong. (99 Congressional Record 15). Cf. Rules in H. Doc. 564, 82d 
Cong., 2d sess., p. 328, and in H. Doc. 739, 81st Cong., 2d sess., p. 326. 

10 H. Res. 60. 82d Cong., 1st sess. (97 Congressional Record 184). 

4H. Res. 98, 83d Cong. (99 Congressional Record 436); H. Res. 94, 84th Cong. (101 
Congressional Record 484); H. Res. 89, 85th Cong. (103 Congressional Record 412); 
H. Res. 120, 86th Cong., adopted Jan. 19, 1959. 

12281st Cong.: H. Res. 524, May 11, 1950 (96 Congressional Record 6920). 82d Cong.: 
H. Res. 124, Feb. 20, 1951 (97 Congressional Record 1384): H. Res. 623, June 30, 1952 
(98 Congressional Record 8662). 83d Cong.: H. Res. 150, Feb. 25, 1953 (99 Congressional 
Record 1417): H. Res. 468, Mar. 29, 1954 (100 Congressional Record 3962 84th Cong.: 
H. Res. 110, Feb. 24. 1955 (101 Congressional Record 2030): H. Res. 356, Mar. 2, 1956 
(102 Congressional Record 3837). 85th Cong.: H. Res. 24, Jan. 30 1957 (103 Con- 
gressional Record 1328); H. Res. 423, Jan. 29, 1958. 86th Cong.: H. Res. 108, Jan. 29, 
1959. 

18 H. Res. 647, 82d Cong. (98 Congressional Record 9217). The Senate made a similar 
change of name on Mar. 3, 1952, after conferences between the chairman of the House 
and Senate Committees on Expenditures in the Executive Departments to insure that both 
Houses would adopt the change in name. S. Res. 280, 82d Cong. (98 Congressional 
Record 1701-1702). See also S. Rept. 1231, 80th Cong., 2d sess., p. 3 (May 3, 1948). 

% Letter of Feb. 19, 195 from the chairman, Senate Committee on Expenditures 
in the Executive Racstenanes Senator McClellan to Senator Hayden (98 Congressional 
Record 1702). 
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activities at all levels with a view to determining its economy and efficiency.’ 
It was the unanimous view of the members of the committee that the pro- 
posed new title would be more accurate in defining the purposes for which 
the committee was created and in clearly establishing the major purpose 
it serves.” 


RULES OF THE COMMITTER ON GOVERNMENT OPERATIONS 
EIGHTY-SIXTH CONGRESS 


Rule 1: The regular meetings of the committee shall be held on the third 
Wednesday of each month at 10 a.m., room 1501, New House Office Building. 

Rule 2: A member may vote by proxy on any matter before the committee. 
Such proxy shall be in writing, dated and signed by the member granting the 
proxy, and identifying the member to whom the proxy is given. 

No proxies shall be used to establish a quorum. 

Rule 3: The chairman shall have authority to establish subcommittees and to 
assign to them such functions as he may deem advisable. The chairman shall 
have the authority to refer bills, resolutions, and other matters to appropriate 
subeommittees for consideration or investigation, and to recall such bills, reso- 
jutions, and other matters from the subcommittees to which they have been 
referred. 

Rule 4: The chairman and the ranking minority member of the committee 
shall be ex officio members of all subcommittees. 

Rule 5: Any member of the full committee may sit with any subcommittee, 
put may not vote on any matter before the subcommittee, unless he is a member 
of such subcommittee. 

Rule 6: No person shall be present at an executive session of the committee 
other than the members of the committee, its staff, and such other persons 
whose presence the chairman deems necessary or advisable. 

Rule 7: A rolleall of the members may be had upon the request of any member. 

Rule 8: All questions put to witnesses before the committee shall be relevant 
to the subject matter before the committee for consideration and the chairman 
shall rule on the relevance of any questions put to the witness. 

Rule 9: Committee members may question witnesses only when recognized by 
the chairman for that purpose. The chairman, when he deems it advisable, 
may limit the time of such questions to 5 minutes. 

Rule 10: A stenographic record of all testimony shall be kept of public hear- 
ings and shall be made available on such conditions as the chairman may 
prescribe. 

Rule 11: Every committee report shall have the approval of a majority of the 
committee. Those committee members not concurring in the majority report 
may file a minority report or express dissenting views and any member may file 
an additional or supplementary report. 

Rule 12: The staff of the committee shall be subject to the direction of the 
chairman and shall perform such duties as he may assign. 

Rule 18: The Rules of the House, together with the rules specified herein, shall 
govern the procedure of the committee. 

Rule 14: The chairman shall have the authority to hire and discharge em- 
ployees of the professional and clerical staff of the full committee and sub- 
committees subject to appropriate approval. 

Rule 15: The number of members to constitute a quorum for taking testimony 
and receiving evidence shall not be less than two. 

Rule 16: So far as applicable, these rules shall be the rules of subcommittees, 
but each subcommittee may make additional rules not inconsistent herewith. 


RULES OF COMMITTEE PROCEDURE 


RULE XI, PARAGRAPH 26, OF THE RULES OF THE HOUSE OF REPRESENTATIVES, 86TH 
CONGRESS 


Paragraph 26(a) The rules of the House are the rules of its committees so far 
as applicable, except that a motion to recess from day to day is a motion of 
high privilege in committees. Committees may adopt additional rules not in- 
consistent therewith. 

(b) Each committee shall keep a complete record of all committee action. 


Such record shall include a record of the votes on any question on which a record 
vote is demanded. 
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(c) All committee hearings, records, data, charts, and files shall be kept sep. 
arate and distinct from the congressional office records of the member serving 
as chairman of the committee; and such records shall be the property of the 
House and all Members of the House shall have access to such records. Each 
committee is authorized to have printed and bound testimony and other data 
presented at hearings held by the committee. 

(d) It shall be the duty of the chairman of each committee to report or cange 
to be reported promptly to the House any measure approved by this committe 
and to take or cause to be taken necessary steps to bring the matter to a Vote, 

(e) No measure or recommendation shall be reported frrom any committee 
unless a majority of the committee were actually present. 

(f) Each committee shall, so far as practicable, require all witnesses appear. 
ing before it to file in adance written statements of their proposed testimony 
and to limit their oral presentation to brief summaries of their argument. The 
staff of each committee shall prepare digests of such statements for the use 
of committee members. 

(g) All hearings conducted by standing committees or their subcommittees 
shall be open to the public, except executive sessions for marking up bills or for 
yoting or where the committee by a majority vote orders an executive session, 

(h) Each committee may fix the number of its members to constitute 
quorum for taking testimony and receiving evidence, which shall be not legs 
than two. 

(i) The chairman at an investigative hearing shall announce in 
statement the subject of the investigation. 

(j) A copy of the committee rules, if any, and paragraph 26 of rule XI of the 
House of Representatives shail be made available to the witness. 

(k) Witnesses at investigative hearings may be accompanied by their own 
counsel for the purpose of advising them concerning their constitutional rights. 

(l) The chairman may punish breaches of order and decorum, and of pro- 
fessional ethics on the part of counsel, by censure and exclusion from the hear. 
ings; and the committee may cite the offender to the House for contempt. 

(m) If the committee determines that evidence or testimony at any investi- 
gative hearing may tend to defame, degrade, or incriminate any person, it 
shall 


an opening 


(1) receive such evidence or testimony in executive session ; 

(2) afford such person an opportunity voluntarily to appear as a witness: 
and 

(3) receive and dispose of requests from such person to subpena addi- 
tional witnesses. 

(n) Except as provided in paragraph (m), the chairman shall receive and 
the committee shall dispose of requests to subpena additional witnesses. 

(0) No evidence or testimony taken in executive session may be released or 
used in public sessions without the consent of the committee. 

(p) In the discretion of the committee, witnesses may submit brief and perti- 
nent sworn statements in writing for inclusion in the record. The committee is 
the sole judge of the pertinency of testimony and evidence adduced at its 
hearing. 

(q) Upon payment of the cost thereof, a witness may obtain a transcript copy 
of his testimony given at a public session or, if given at an executive session, 
when authorized by the committee. 





LIST OF SUBCOMMITTEES OF THE COMMITTEE ON GOVERNMENT 
OPERATIONS 


Nore.—The chairman and the ranking minority member are ex officio members 
of all subcommittees. 


EXECUTIVE AND LEGISLATIVE REORGANIZATION SUBCOMMITTEE 
George Washington Inn, room 115, extension 2738 
William L. Dawson, Chairman 
Dante B. Fascell Clarence J. Brown 
Kathryn E. Granahan Robert R. Barry 
Neal Smith Clare E. Hoffman, ex officio 
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MILITARY OPERATIONS SUBCOMMITTEE 


George Washington Inn, room 201, extension 5147 
Chet Holifield, Chairman 


Edward A. Garmatz R. Walter Riehlman 
Joe M. Kilgore Joe Holt 
Martha W. Griffiths Clare E. Hoffman, ex officio 


GOVERNMENT ACTIVITIES SUBCOMMITTEE 
George Washington Inn, room 210, extension 3252 
Jack Brooks, Chairman 


Robert EH. Jones George M. Wallhauser 
John E. Moss Jessica McC. Weis 
Henry S. Reuss Clare E. Hoffman, ex officio 


INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
George Washington Inn, room 101. extension 2548 
L. H. Fountain, Chairman 


John A. Blatnik Florence P. Dwyer 
Overton Brooks Odin Langen 
Neal Smith Clare E. Hoffman, ex officio 


FOREIGN OPERATIONS AND MONETARY AFFAIRS SUBCOMMITTEE 
George Washington Inn, room 215, extension 3641 
Porter Hardy, Jr., Chairman 


Henry S. Reuss George Meader 
rlizabeth Kee Robert P. Griffin 
John S. Monagan Clare E. Hoffman, ex officio 


SPECIAL DONABLE PROPERTY SUBCOMMITTEE 
Room F-22, Capitol, extension 5220 
John W. McCormack, Chairman 
John S. Monagan Clare E, Hoffman, ex officio 
Robert R. Barry 
SPECIAL GOVERNMENT INFORMATION SUBCOMMITTEE 
George Washington Inn, Room 218, extension 3742 
John E. Moss, Chairman 
Dante B. Fascell Clare E. Hoffman 
Mr. Brooxs. Here are the rules of this subcommittee previously 
adopted, which provide for a quorum for a meeting of three members 
and a quorum of the subcommittee for the taking of testimony shall 
provide for the presence of two members, in ac ‘ordance with the rules 
adopted by the committee in session, as you will recall. 


SUBCOMMITTEE RULES 


1. The meetings of the subeommittee shall be held on the second 
Tuesday of each month at 10 a.m., in the hearing room of the George 
W ashington Inn, unless otherwise ordered by the chairman. 

2. All meetings of the subcommittee shall be public, except on the 
order of the chairman or a m: jority of the members present, 

3. A quorum of the subcommittee shall consist of three members: 
Provide d, That a quorum for the purpose of taking and receiving evi- 
dence shal] consist of two members. 

This morning we are opening a public examination of the Moa Bay, 
Cuba, and Braithwaite, La., quarter billion dollar nickel-cobalt con- 
tract obligations of the U.S. Government. This is another phase of 
the subcommittee’s interest in nickel, which has been the subject of our 
serious concern on several occasions in the past. 
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Before proceeding further, however, I would like to introduce the 
witnesses who have accepted our invitation to come and help us try 
to understand how and why these tremendous Government obliga. 
tions were incurred. 

I would like to introduce to you the witnesses who are here now. 

Mr. Philip Charam—Mr, Charam is the Assistant Director of the 
Civil Accounting and Auditing Division, U.S. General Accounting 
Office. 

Mr. Franklin Floete, whom you all know, is the General Director 
and Administrator of the General Services Administ ration—shaking 
hands with our distinguished Democrat Bob Jones, now coming jp, 

Mr. George Beitzel—I don’t see him. I understand he will be here 
this afternoon. He is the former Director of Production and Techpi- 
cal Adviser, Office of Defense Mobilization, and former president of 
Philadelphia Salt Co., Philadelphia, Pa. 

Mr. John Croston—Mr. Croston is here. He is the Director of Keo. 
nomic and Marketing Research Division of the General Services 
Administration. 

And Mr. Thomas Curtis, to the far right, is former Assistant Diree. 
tor for Materials, ODM. He is now with the Office of Industria] 
Mobilization, Department of Commerce. And we expect to have to- 
morrow Dr. Arthur Flemming—I don’t see him here this morning— 
Dr. Arthur Flemming who, we all know, is the Secretary of the 
Health, Education, and Welfare Department. 

First, I would like to point out that the jurisdiction of the Commit- 
tee on Government Operations, as set out in the rules of the House of 
Representatives, includes the responsibility of studying the operations 
of Government activities with a view of determining their efficiency 
and economy. 

This subcommittee is pursuing those worthy aims under the authori- 
zation of the chairman of the Government Operations Committee, who 
has designated this subcommittee’s jurisdiction to include the activi- 
ties of the General Services Administration, which let the contracts 
which we will examine in these hearings. 

The members of this subcommittee have established an excellent 
record of strong bipartisan interest in carrying out their assigned 
mission in the past. We have two new Republican members on 
our subcommittee in this 86th Congress, Mr. Wallhauser and Mrs. 
Weis, and I want to assure them that these hearings will be a con- 
tinuation of the bipartisan insistence on efficiency and economy in 
Government which has marked our subcommittee actions in the past, 

We have a firm mutual determination, I am sure, to expose and eli- 
minate abuses in contract awards which waste the funds of the Na- 
tion’s taxpayers. 

Several times in the past, as recently as last April, this subcom- 
mittee, in its efforts to protect the taxpayers’ dollars, has delved into 
the nickel situation. This morning we are opening another public 
examination involving nickel which is costing the public a pretty 
penny. 

This subcommittee has made a determined effort to learn all it could 
about nickel, because it is a key metal upon which the Federal Gov- 
ernment has spent millions of dollars—and is obligated to spend mil- 
lions upon millions more. 
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This huge amount of public money involved in the nickel industry 
drew the attention of this subcommittee, resulting in public hearings 
in 1956 which exposed costly favoritism in connection with the letting 
of a $43 million expansion contract at the Nation’s huge nickel plant 
at Nicaro, Cuba. vai ‘ 

Then, when the Government announced its intention to sell the $85 
million Nicaro plant and get out of the nickel business, it prompted 
a public hearing in April 1958 which brought out evidence that a 
Government contract for nickel ore for the plant cost millions of 
dollars more than it should via exorbitant royalties paid by Free- 
port Sulphur Co. and hampered efforts to sell the taxpayers’ valuable 
installation at a price compatible with the public interest. 

Now we concern ourselves again with nickel—and also with co- 
balt—in connection with a Government metals contract which will 
cost the Nation even more than at Nicaro. This time it is a Gov- 
ernment obligation to spend some $248 million for nickel and cobalt 
over a 5-year period at terms which the Comptroller General of the 
United States, investigating at the request of the Congress, seriously 
questions. Reacts 

These questions have arisen in connection with the agreement dated 
March 8, 1957, between the General Services Administration and 
the Freeport Sulphur Co. and its wholly owned subsidiary, the Cuban 
American Nickel Co., concerning the ores to be mined at Moa Bay, 
Cuba, and processed at Braithwaite, La. 

Immediately after this agreement was made, our able chairman, 
William L. Dawson, of the House Government Operations Commit- 
tee, alertly requested that the Comptroller General review this agree- 
ment. 

The review was duly made and Chairman Dawson, knowing our 
interest and experience in the nickel field, referred the GAO report 
to this subcommittee. It forms a valuable springboard for the public 
examination we begin today. 

We have followed many leads in our study and we have not always 
had the eager cooperation of all those involved. We have discarded 
rumors and retained only the facts as we sought the why for this 
contract which obligates so many American dollars, public money 
in enormous amounts, to pay dearly for nickel and cobalt ore to be 
extracted from Cuban soil. 

In addition to this contract to buy nickel and cobalt, known as 
DMP 134, we also have had its prelude under study. This is an 
earlier contract, known as DMP 105, under which the Government 
built a more than $6 million experimental plant at Braithwaite, La., 
for the Freeport Sulphur Co. | 

These two contracts, which, as you will see, tie together very closely, 
will be examined in these hearings. Briefly, here is a summary of 
their highlights : 

The oteommens built this pilot plant in Louisiana in 1954 for $314 
million for Freeport Sulphur to perfect a sulfuric acid method for 
processing ciel. Then the Government spent an additional $234 
million for Freeport’s mining, shipping and processing expenses at 
the pilot plant. 

_ The experiments were completed in 1956 and the $6 million public 
investment returned only $236,455, when the plant finally was sold in 
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March 1959. The bulk of the plant went to Freeport Sulphur for 
$214,500. 

Freeport Sulphur emerged from the contract with a sulfuric acid 
process further developed and refined in the Government-built pilot 
plant, enhanced with additional patents.’ It will use this know-how 
obtained at public expense to produce nickel and cobalt from its Moa 
Bay, Cuba, ore bodies under another contract with the Government. 

This other contract, DMP 134, let in 1957, gives Freeport a “put,” 
obligating the Governme nt to buy up to $248 million of nickel 1 and 
eobalt at a pr ice of 74 cents a pound for a maximum of 271 million 
pounds of nickel and $2 a pound for a maximum of 23,835,000 pounds 
of cobalt. Freeport also receives an 80 percent acce lerated tax amor- 
tization. 

Cobalt was in oversupply when the contract was let and the market 
price now has dropped to $1.75 a pound. If that price holds and 
Freeport proffers the cobalt, it will result in a net loss to the Govern- 
ment of $5,900,000. 

The Government, moreover, has a “call” on Freeport for 30 percent 
of the nickel production at market price, or 74 cents a pound, which- 
ever is higher. If the Government is compelled to take the 271 mil- 
lion pounds of nickel, the cost will be more than $200 million. Under 
these circumstances, for each penny drop in price the Government 
would show a loss of $2,700,000. 

The subcommittee has made an intensive study of the nickel-supply 
situation. We intend to show that the outlook for nickel in 1957, 
looking forward to 1961 when Moa Bay production would become a 
factor, was for a huge increase in supply. Production of nickel avail- 
able now to the United States already is exceeding the demand by a 
large margin. 

Additional production, placing more nickel on the market, will 
come into being in 1960 and 1961, including that from Moa Bay. We 
will examine these prospects and their possible effect on the Govern- 
ment’s contract with Freeport. 

I have briefly explained some of the points we will cover in greater 
detail. This contract with Freeport, even sketchily outlined, is a 
hard one to digest. But this contract was not the only opportunity 
the Government had to obtain the nickel it allegedly needed. The 
Government rejected proposals from the Bethlehem Steel Co. and 
International Nickel Co. 

These rejected proposals contained features which stand out in 
sharp contrast to Freeport’s. We will compare the offers in an effort 
to determine whether the Government selected the least advantageous 
and most costly of the three. 

I would like to point out, before we begin examination of witnesses, 
that we bear no enmity toward the F reeport Sulphur Co., although 
we have been necessarily critical of some of their dealings with the 
Government in the nickel field in the past. I have no quarrel with 
their right, as businessmen, to make the best deals they can for their 
firm. I do not have to endorse their methods and I deplore the ethics 
which prompted Freeport to its unseemly spying on a Government 
official with whom it was negotiating a contract, as we revealed in our 


1 Material pertaining to patents is shown as exhibits 1-6 of the appendix. 
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hearings on Nicaro problems last April. Hiring a private detective 
to dig for dirt in the official’s background was a serious breach of 
ethical conduct. That I do not condone. 

Our current hearings will stand on their own feet and I believe the 
facts we bring forth w vill speak for themselves 

I think this fills out the background obt: ained in our preliminary 
study. 

I had previously thought I would like to open with our first wit- 
ness, Mr. oe Charam, who is the Assistant Director of the Civil 
Accounting and Auditing Division, of the General Accounting Office. 
But I see we have with us several of our distinguished colleagues, 
both from the House and the Senate, from Louisiana, who are natu- 

rally interested in the well-being and the continuation of a business 
ehieorise in their State. 

[ understand and share their concern and hope it can continue. 

es Weis. Mr. Chairman, might I make a short statement before 
vou hear the witnesses ? 

Mr. Brooks. We are not going to hear the witnesses yet, Mrs. Weis. 
I was making an explanation that, prior to introducing the witnesses, 
since Senator Russell Long, from Louisiana, and our colleague, Mr. 
Eddie Hébert, from the New Orleans area, are both here, we might 
hear them prior to the witnesses. But if you yourself would like to 
make a statement now prior to any witnesses or their statement, of 
course, aS a committee member we would be pleased to hear you. 

Would you rather hear them or would you rather make a statement ? 

Mrs. Wes. I would like to make a statement. 

Mr. Brooks. Fine, Mrs. Weis. 

Mrs. Weis. Mr. Chairman, in your opening statement, and in a 
press release which you issued sometime last week, reference is made to 
audit reports of the General Accounting Office. 

As soon as the very existence of these audit reports was made known 
to me—and this was not done by the committee itself—I began active 
efforts to secure these reports, so that I could at least brie fly acquaint 
myself with the facts involved in this matter. 

Unfortunately, I met with no success, The majority subcommittee 
staff refused to allow me access to the reports. The office of the chair- 
man was equally unhelpful, and a call directly to the General Ac- 
counting Office produced the same negative results. 

Consequently, I am here at this morning’s hearings with no knowl- 
edge of the subject matter of these hearings except that contained in 
one paragraph of a one-page letter from the chairman, plus what I 
was able to glean from the press release. 

In the future, [am hopeful that the minority will be allowed sufli- 
cient access to the documents involved in these hearings so that we 
can make some worthwhile contribution to the committee. 

You referred in your report, Mr. Chairman, that Mr. Wallhauser 
and I were new members on this subcommittee. It is very difficult, 
in investigations as complicated and difficult as this, to make any 
intelligent. contribution if we don’t get as much information as we 
possibly can before the hearings are open. 

Mr. Brooks. I was not in, wasn’t in my office, and, of course, didn’t 
get your call, though I later heard you had called. I am sorry that 
the committee copies were not available to you. I think we just re- 
ceived sufficient copies of this particular document. 
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But we are going to make every effort in the future to have adequate 
copies of these GAO reports available in advance because they are 
very helpful. : 

Mrs. Wets. Thank you very much, Mr. Chairman. 

Mr. Brooks. We appreciate your comment and understand your 
position, of course. 

Mr. Watimavser. Mr. Chairman, I would like to join with Mrs, 
Weis and ask that in the future the minority members receive a little 
bit of briefing in advance, so that when we walk into a committee room 
such as this we are Re entirely ignorant of all of the background of 
the material that we are about to try to understand. 

I commend you for your efforts to be fair, I hope that all of the 
facts will be brought out and all of the facts will be laid out, so that 
the committee can give it its really honest opinion in the final result, 

Mr. Brooxs. This is, of course, the effort of the committee, to bring 
all the facts out. And whether in the final analysis any change can 
be made in a contract of this nature is highly debatable. 

The question is, I think, whether we can in the future avoid con- 
tracts of this nature, regardless of who they are with and regardless 
of who makes them—whether they are Republic an or Democrat is not 
the test. 

Mr. Reuss. Mr. Chairman. 

Mr. Brooks. Mr. Reuss. 

Mr. Reuss. May I ask a question? Was our colleague, Mrs. Weis, 
denied a look at the GAO report or just a copy of the GAO report? 

Mr. Brooks. I believe- 

Mr. Reuss. I would certainly be very upset if the former were 
true. 

Mrs. Wets. I offered to send somebody up to the chairman’s office 
to look at it because they said they only had one copy. We called 
GAO and they said the report was not to be sent to anyone but the 
chairman. I would say I was denied the opportunity to look at it. 

Mr. Brooks. I think there was a working copy in the office which 
I believe they said they would be glad to have you go over. Did 
they invite you to come up there or tell you that you could send your 
people? 

Mrs. Weis. They said “No,” because they were working on it. 

Mr. Brooxs. They said your people could not look at it? “T think 
they must have referred your staff to me. 

Mr. Reuss. I think if those are the facts that this is most regrettable, 
Mr. Chairman. 

Mr. Brooks. I was out of town 

Mr. Reuss. I think the members should have a right to see it. 

Mrs. Weis. I just wanted to bring it to your attention, Mr. Chair- 
man. I am sure it won’t happen again. 

Mr. Brooks. Fine. If it is all Tight with our members, I would 
like to hear our colleagues. 

Mr. Horrman. I would like to make a statement, please. 

Mr. Brooks. Mr. Hoffman. 

Mr. Horrman. Yes; as the ranking minority member. 

First, an apology of my own because, being ex officio a member of 
seven subcommittees and on two regular committees, the load is 30 
great that I cannot participate intelligently in all the hearings. 
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We have only two minority staff members for the full committee 
and all the subcommittees. We have Miss Boyer and we have Mr. 
Carlson, counsel, and we have one stenographer. It is not at all 
difficult to see that we can’t contribute as we would like to a hearing 
of this kind, especially when the minority members are denied infor- 
mation in the possession of the staff as they were in connection with 
this hearing. 

I know that policy is contrary to Mr. Dawson’s general instructions, 
because he has assured me time and time again that not only because 
of the statute, which so provides or requires, but in the interest of 
fair play, the minority be advised. _ 

[hope that hereafter that policy will be followed. 

If we are to have a bipartisan investigation—and presumably Re- 
publicans are as much interested in waste, extravagance, and thievery 
as are the Democrats—that may, in the opinion of seme be a violent 
presumption, but nevertheless it still exists—the staff should be in- 
structed, as Mr. Dawson has, to see that the minority are kept advised 
and permitted to see the records, as the statute requires. 

Mr. Brooks. Yes. 

Mr. Horrman. I know Mr. Moss has, as chairman of another sub- 
committee. 

Mr. Brooxs. Of course they will. 

Mr. Horrman. If I may be excused this morning—we have a labor 
hearing. 

Mr. Brooks. Before you leave, I wanted to say something. I ap- 
preciate your comments and I want to say that your assistant, Mr. 
Carlson, who has attended our meetings occasionally in your stead 
and reported back to your other assistant, Miss Boyer and to your- 
self, has always been very courteous and pleasant—we have enjoyed 
having him. He has made some constructive suggestions in some of 
our committee reports, which we appreciate. 

Mr. Horrman. And our staff is not interested at all in covering up 
for anyone. 

Mr. Brooks. Thatis right. Thank you very much. 

Senator Russell Long, distinguished junior Senator from the State 
of Louisiana. 


STATEMENT OF HON. RUSSELL B. LONG, A U.S. SENATOR FROM 
THE STATE OF LOUISIANA 


Senator Lone. Thank you. 

Mr. Brooks. We are pleased to have you. 

Senator Lone. Mr. Chairman and members of the committee, I 
appreciate very much testifying before you today. 

Gentlemen, I have a public interest in this matter. As the Senator 
from Louisiana, I did everything in my power to get this plant in 
Louisiana. This is one of the few times when Louisiana managed to 
get ahead of Texas. 

I want the committee to know, and I want the Nation to know, that 
that is the exception rather than the rule. It usually works out the 
other way around. 

Right now, for example, most of the unemployment in Congressman 
Brooks’ district relates to the airbase we are losing. The people for- 
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merly employed there are mov ing over to Texas. The folks are kind 
of moving over to his district looking for these jobs. These Texas 
boys do a fine job in looking out for ‘their people. I hope the com. 
mittee will be as fair to this pl: int that settled in Louisiana as it would 
have been if it had settled in Beaumont, because they had to make the 
decision on locating their plant as well as their competitors. There 
are two groups competing. I know the Texans will be generous to 
us, because they can afford to be generous. 

It is very seldom that defense money is spent somewhere away from 
Texas, when it can be profitably spent in Texas. I think the Texas 
delegation probably does a better job than any other on the entire 
Capitol Hill in handling matters of that sort. 

I desire to work with Texas, to help them, and cooperate with them, 
I hope they will work in Louisiana the same way we do, because we 
find that we don’t get anywhere in trying to work at cross purposes 
with Texas. 

Now, this poate is an important one to the State of Louisiana, and, 
I believe, to the Nation. It represents capital investment of consid- 
erable magnitude and it could lead to further direct investment in its 
expansion. 

We have found in Louisiana that the establishment of a new basic 
industry of this one has a very definite effect of stimulating associ- 
ated industrial development. 

The true value of this facility to Louisiana and to the United States 
is not represented merely by the investment in the plant and in its 
operation. 

During the construction of the Louisiana and Cuba facilities a total 
of about $23 million is being spent in Louisiana in addition to payroll 
expenditures, which themselves amounted to around $600,000 monthly 
for a considerable period. 

The plant, when in operation, will employ approximately 560 peo- 
ple. Millions of dollars will be spent annually on purchases and 
payrolls. 

The plant will use over 5 million cubic feet per day of natural gas 
produced in the nearby area of Louisiana. In ad lition, large quanti- 
ties of anhydrous ammonia and sulfuric acid from Louisiana will be 
used in the Port Nickel plant. The production of the ammonia and 
hydrogen sulfide require large amounts of Louisiana gas and sulfur. 

The 90,000 tons of ammonium sulfate which will be produced at 
Port Nickel will make Louisiana one of the major saiccbed of this 
widely used fertilizer material. It will also add important tonnage 
to be handled at the port of New Orleans because much of it will be 
exported on to other countries, especially Latin American nations, 

Much Louisiana material will be used in Cuba. In the job of con- 
centrating the nickel and cobalt ores, for example, 160,000 tons of 
Louisiana sulfur will be used in Cuba. Very large quantities of 
Louisiana liquid petroleum gas will be shipped to C uba for use there. 

Although my primary reason for appearing here today is to repre- 
sent the interest of Louisiana in the successful operation of the plant 
facility, which is almost complete, I feel, however, that I should also 
mention briefly some other factors which are of importance to the 
Nation. 
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Throughout the entire history of our country, a single supplier has 
virtually “controlled the supply of nickel metal available to the Ameri- 

“an industry. I refer, of course, to the International Nickel Co. The 
domination of the nic kel market by this company has been the subject 
of many critical expressions by both congressional and executive 
groups. 

For example, as a member of the Small Business Committee and 
chairman of the Monopoly Subcommittee we have found that during 
wartimes and times of scarce supply that the nickel situation was sim- 
ply beyond the reach of American laws, because the only supplier has 
been a Canadian corporation. It isa part of a very important power- 
fu] worldwide organization. 

The project of the Freeport Nickel Co. is the first project which 
appears to give dependable promise of providing substantial and long- 
term competition as a supplier of nickel metal. 

This will be a highly desirable advantage to our national economy. 

Cobalt has also been very much controlled by monopolistic interests. 
In this case, it is a Belgian concern—Union Meuniere due Haut- 
Katanga. The 4.4 million pounds of cobalt to be produced annually 
at Port Nickel will be the largest amount of this vital metal produced 
by any supplier in the entire Ww estern He ‘misphe re. Again, consider- 
able weight should be given to the contribution which Free port Nickel 
will be making in this regard, providing our Nation and its economy 
with a ready supply of this essential strategic item by a company 
within the United States and one within the reach of our antitrust 
laws—and indeed within the reach of all of our laws. 

I am also very pleased that this project will demonstrate in a prac- 
tical way the manner in which American industry can contribute to 
the developme nt of less industrialized nations abroad. 

The investment which Freeport has made in Cuba for the facility 
at Moa Bay represents the largest single American investment ever 
made in Cuba. Its benefits to the Cuban economy in providing addi- 
tional employment, and by the wise use of Cuban natural resources 
are of importance to our relationship with our neighbors in Latin 
America. 

The committee knows that I have been one of the most severe critics 
of waste in Government spending for foreign aid. 

I would not like to see anything happen tu this project, entirely 
financed by American business interests, which might in future place 
an added responsibility on our National Government for financial 
assistance to one of the most Import: int of our southern neighbors. 

We in Louisiana look upon Freeport as one of our best industrial 
and business organizations. 

We Louisianans urge you to be especially fair in this instance, par- 
ticularly because of the background of the situation as we know it. 
After all, we know that you folks in Texas wanted this for Beaumont 
and it went to New Orleans. 

We welcome any inquiry into the true merits of this issue for the 
purpose of developing better public underst: nding of the project. 
Fully laid before the record, we feel that this project will reflect. credit 
to the United States and to Freeport. It will not reflect unfavorably 
upon the Cuban Government, present or past. 
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I thank you very much, Mr. Chairman, for permitting me to make 
this statement. 
(The additional material furnished by Senator Long is as follows;) 


STATEMENT OF Hon. Russett B. Lone, A U.S. SENATOR FROM THE STATE op 
LOUISIANA, ON BEHALF OF SENATOR ALLEN J. ELLENDER 


I would like to add that my distinguished colleague from Louisiana, Senator 
Allen Ellender, asked me to say that he shares the views expressed in my state 
ment. In addition, he requested that the following excerpt from his “Review 
of U.S. Government Operations in Latin America” of February 19, 1958 
(U.S. S. Doe. No. 13), concerning the operations of the Moa Bay Mining Co, 
in Oriente Province, Cuba, be made a part of the record: 

“IT also visited the Moa Bay Mining Co. operations in Oriente Province, 
Accompanied by Richard V. Colligan, vice president of the company, we flew 
from Havana to the company’s field operations, a trip of about 314 hours, 
Upon landing I met Maurice Dufour, a vice president of the Freeport Sulphur 
Co., the parent company of Mou Bay Mining Co. 

“The mining company owns over 6,000 acres of land in this area and has aq 
concession for mining iron ore, cobalt, and nickel. I was informed, however, 
that the iron ore cannot be used for steelmaking in its present state because of 
the large amount of nickel and cobalt contained therein. A plant is now being 
constructed which will separate the nickel and cobalt from the iron ore. The 
remaining iron ore will then be put in a stockpile to be treated at some later 
date. It was explained to me that the cobalt and nickel will be mixed with 
various chemicals and put in a liquid state. A specially designed ship will then 
take the ore concentrates from Cuba to a refinery being constructed at Port 
Nickel, La., which is on the Mississippi River below New Orleans. 

“Approximately 2,900 tons of liquid nickel and cobalt will be transported 
in one trip. Pumped ashore, the original liquid will be converted into a clear 
solution of metal sulfates by treatment with high-pressure air and hot sulfuric 
acid. From this solution, most of the nickel will be precipitated with the 
aid of ammonia and hydrogen gas at high temperatures and pressures. The 
remaining solution still contining cobalt and some nickel will be evaporated to 
separate the metals as crystals. The next step is the dissolving of these crystals 
in water and ammonia followed by treatment with high-pressure air. This 
step converts the cobalt into a stable form containing a high percentage of 
ammonia. By adding sulfuric acid, ammonium sulfate is formed, thus forcing 
the remaining nickel out of the solution by crystallization. The solution will 
then be relieved of its cobalt by treatment with hydrogen at high temperatures 
and pressure. What is left will be mainly ammonium sulfate. Purified by hy- 
drogen sulfide and converted to pure crystals by evaporation, this byproduct 
will also be ready for the market. 

“Annual production of the refinery at Port Nickel, La., will be 50 million 
pounds of nickel, 4,400,000 pounds of cobalt, and 90,000 tons of ammonium 
sulfate. 

“IT was most impressed with the work that I saw. As I have been recom- 
mending for several years, the company is building schools, hospitals, homes, 
and other facilities for many of its workers. I was also informed that only 
a handful of Americans are employed at this site, and that most of the em- 
ployees are Cubans. 

“The mining operation is an open one, with the ore 30 feet thick in some 
places. A total of $119 million is being invested by the company, of which $75 
million will be spent in Cuba and the rest in Louisiana. 

“T returned to Havana that same night and on the way back flew over the 
U.S.-owned nickel plant near Preston.” 


Senator Lona. T wish to welcome those of you who come to testify 
before our committee when you have similar situations. 

Mr. Brooks. Senator, you have been very kind. I want to assure 
you that I particularly have the deepest regard for Louisiana, hare 
been born there and with many relatives still there, benefiting an 
appreciating that able leadership that you are providing them. 

Senator Lone. The chairman of this committee is one of our serious 
losses. He was born in Louisiana but he moved over to Texas and 
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he has been getting things for Texas ever since that time. You did 
a iob of it. 

rooKs. I would like now to recognize our very distinguished 
ae member of the Armed Services Committee, Mr. Eddie Hébert. 

Senator Lone. Mr. Chairman, may I make one request before I 
leave? 

Mr. Brooks. Yes, Senator Long. 

Senator Lone. I am personally acquainted with Mr. Wight, who is 
the president of Freeport Sulphur Co. He is in a very difficult sit- 

uation in that he has a very important business meeting in Cuba 
tomorrow involving this very operation. A great number of the 
leaders of the C uban Government are to be at this meeting. It would 
be exceedingly embarrassing for the company for its president not to 
be there. It might look as though the company, with their large 
investment in Cuba, had little regard for the new Cuban Government. 

To avoid any kind of misunderstanding, I hope the chairman could 
find time today to permit the president of the company to testify 
today, so he could be at those negotiations tomorrow. 

Mr. Brooxs. We will discuss this later. But I appreciate your 
concern. We do not want to prevent him from attending to his busi- 
ness in any way. 

Senator Lone. Thank you very much, Mr. Chairman and members 
of the committee. 

Mr. Brooks. Mr. F. Edward Hébert, from Louisiana. 


STATEMENT OF HON. F. EDWARD HEBERT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF LOUISIANA 


Mr. Heéserr. Th: _ you very much, Mr. Chairman. 

My name is F. Edward Hébert. I represent the First Congres- 
sional District of Louisiana, which omnis es the city of New 
Orleans- part of the city of New Orleais and the parishes of PI laque- 
mines and St. Bernard, in which the Freeport Sulphur Co. is located 
and has been located for many, many years, and in which district, 
in which place, this proposed plant is to be built, at Braithwaite, La. 

Mr. Chairman, I want to express my personal appreciation for your 
kindness and generosity in allowing us to testify at this time. 

I do want to associate myself w ith the di stinguished junior Senator 
from Louisiana in hoping that this is one time Louisiana will get 
something over Texas. Because I learned 20 years ago when I came 
to Congress that it was a tough row to hoe. And I made the appli- 
cation at that time to become the provincial of the province of Lou- 
isiana, when Texas would take it over. 

Mr. Brooxs. Oh, no. 

Mr. Héserr. Even at this moment, Mr. Chairman, I am fighting 
to keep just 21 men in New Orleans. Forth Worth wants them. So 
nothing is too small for Texas to grab. And I don’t blame them. If 
I was over there myself, I would do a little grabbing, too. But I am 
on the other side of the fence and I just want to hold onto what we 
have. We don’t want anything new. We just want to keep what we 
have. Iam happy. I am sure if I had been in the same position as 
the chairman—if 7 thing had gone to Beaumont and they tried so 
vigorously to get it, why I would have protected my rights, too. I 
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have no fault to find. I am just working the other side of the street 
and I willdon ny best. 

I also want to say, Mr. Chairman, parenthetically, on the ¢ olloquy 
and discussion before, being a chairman myself, 1 share your prob- 
lems and know what you go through. 

Mr. Brooks. I appreciate that sympathy, I can assure you, sir, 

Mr. Héserr. But I will also tell you, Mr. Chairman, years ago 
when I first became a chairman, I learned always to ti ske the minor- 
ity into my confidence. I got things done much better and faster, 

Mr. Chairman and members of the committee, I appear before you 
at these hearings because my interest in the nickel-cobalt project 
under discussion is particularly close. 

The refinery which will produce nickel and cobalt metals from 
Cuban ores is situated in Louisiana’s First Congressional District, 
the district which I represent. 

In addition, the people who are building and will operate that 
refinery have long been known to me as pioneers in the industrial 
development of my district and of the State as a whole. 

Now let me say at the outset that I am well aware of the broader 
implic ations of this nickel-cobalt project. 

Even in the planning stage, 1t was a key factor in ending the 
nationwide shortage of strategic nickel. 

As it reaches full production, it will do much to end our dependence 
on foreign sources of cobalt and nickel—neither of which are “home- 
grown” to any appreciable extent, both of which are an absolute 
necessity to this jet- propelled age. 

Finally, I am also acutely aware of the importance of this project 
to Cuba—a sister republic now finding its way under a new regime 
and now very much in need of the employment and revenues which 
new basic industries can provide. 

I am sure, however, that these broader implications of the new 
nickel-cobalt enterprise will be fully developed by others who will 
appear before you. I consider it my task to acquaint you with my 
Louisiana constituents who are doing this job and to give you an 
idea of what the project means to our State. 

The Freeport Sulphur Co., which is the father of the whole project, 
went to work in Louisiana- and, ves, in my district—in 1933. At the 
bottom of the depression, they undertook to develop a sulfar cleposit 
which was located in one of the most inaccessible and difficult places 
imaginable. 

The property, known as Grand Ecaille, is in the midst of the = 
stable delta marshland 10 miles west of the Mississippi River and 5 
miles below New Orleans. At the time, the area was inhabited xh 
cipally by mosquitoes, muskrats, and a handful of trappers. You 
had to drive a 60-foot pile before you had a solid peg to hang your 
hat on. But Freeport sank 40,000 piles to support a giant power- 
plant, pumped a sea of fill as a base for their townsite, and ultimately 
created one of Louisiana’s key industries. 

They have since opened three more sulfur mines in Louisiana—all 
under extremely difficult conditions. Today they are opening two 
more, and one of these two is certainly among the most dle ring and 
spectacular ventures in the history of all mining. Lying 7 miles off 
Louisiana’s shores, in 50 feet of water, its pow erpl: unt and other min- 
ing facilities required construction of the largest steel island in the 
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world, together with a submarine pipeline to bring molten sulfur 
ashore at temperatures well above the boiling point of water 

From these pioneer ing achievements, Louisiana has reaped a rich 
harvest. Jobs, yes. Tax revenues, yes. Purchases, yes. But, more 
than that, the Tove ‘lopment in our State of basic raw materials like 
sulfur has been a consistent attraction to other industries which must 
depend on these raw materials. 5 

Thus, knowing the contributions of the sulfur industry to the 
growth of our State, we are more than pleased to welcome still an- 
other basic raw-materials industry—the refinery for nickel and cobalt 
which has grown out of the international project you are now study- 
ing. 

Before telling what the refinery means to my district—and I am 
frank to tell you what it means in my district, as we all would be, I 
am sure, who are sitting around the committee table—and to clear 
up a preliminary point on which there seems to be some Stn 
standing, I should like to comment br iefly on the pilot-plant work 
which prece ded the commercial project. 

Mr. Chairman, in your opening statement you made some reference 
to the pilot plant, its development, and the preferential service or the 
preferential consideration Freeport received. I think this important 
now. 

Iam informed on this because the pilot plant. is also in my district 
and I make a point of knowing what goes on in my district—as we 
all around this table do. 

Mr. Brooks. None better than yourself, I believe. 

Mr. Hésert. Well, nothing succeeds like success. And I have been 
here 20 years. 

Freeport did not develop and patent its sulfuric acid process, as 
charged, as a result of this Government-operated pilot plant. The 
process being used in the commercial plant today is the same as was 
disclosed to the Government. before the Government pilot plant was 
even begun. 

Freeport at its own expense had already tested its process in its own 
pilot plant and had told the Government that Freeport was entirely 
satisfied with the results of its own testing and was ready to proceed 
immediately, at its own risk, with a commercial project. 

The Government, however, before being willing to enter into a firm 
purchase contract, insisted that the same process be tested in a second 
pilot plant on a larger scale. It was at the Government’s insistence 
that the larger pilot-plant program, which Freeport deemed unneces- 
sary, was undertaken. It seems proper, therefore, that the Govern- 
ment provided the funds for the second pilot-plant program. Surely 
no one would expect the company to pay for something it did not 
consider necessary. 

Freeport turned out to be right. The second pilot operation was not 
necessary. While the larger plant was useful in furnishing experi- 
ence for the commercial operations, it did not add anything funda- 
mental to the development of the process Freeport had previously 
tested. 

As for the price at which the pilot plant was sold, this is the story. 
After the Government pilot plant had corroborated the findings of 
the Freeport pilot plant it was shut down. 
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It was subsequently sold to the highest bidder, after being twig 
advertised, nationwide, which advertising cost thousands of dollars, 
Freeport was not only the highest bidder both times; it even per. 
mitted its bid to be held open while the Government searched for 
higher bidders. There were none, although 18 bidders bid on parts 
of the plant for salvage. 

The fact that the Freeport highest bid was only a small part of the 
initial cost is understandable. The unnecessary second pilot plant was 
noncommercial and obsolete. We all know what proportion of orig- 
inal cost the Government realizes for an obsolete battleship or an 
obsolete bomber. This is the same sort of thing. 

To get back to the refinery, it will create nearly 600 new jobs in my 
district, and I hope they come there. ; 

This refinery, together with the facilities in Cuba, involves the pur. 
chase in Louisiana alone of some $20 to $25 million worth of mate. 
rials. And these figures apply only to the construction period. In 
regular operation, the project will require millions of dollars’ worth 
of materials every year. 

This refinery—and the project as a whole—will further stimulate 
the flow of trade through the port of New Orleans and may also be 
counted upon to help attract more new industries to the State as a 
whole. 

This refinery will make Louisiana the nickel and cobalt capital of 
the United States. And the United States—far from self-sufficient 
in these critical defense metals—sorely needs domestic production, 

There is every reason, then, for Louisianians to wish this project 
well. We do so wholeheartedly. And, while it is not my function 
to take the part of any one industry or of any one company, I can 
assure you gentlemen—on the basis of my knowledge of Freeport’s 
long and admirable record both in my State and in Cuba—that this 
project is in good hands. 

Thank you very much, Mr. Chairman. 

Mr. Brooks. Mr. Hébert, I want to thank you very much for a fine 
statement, and I know that you have the sympathy of this committee 
and I would think the other Members of Congress for the develop- 
ment in your area or any other in the United States. 

Our interest, of course, is in the Government getting this develop- 
ment in your area or any other at the most economical cost to the 
Government, and not to take anything away from your very fine con- 
gressional district, which you so ably represent and have represented 
for 20 years, in this Congress. 

Mr. Hésertr. Well, I assure you, Mr. Chairman, that I share that 
opinion, and if it can be done economically in the State of Texas, I 
will fight just as hard to get it over in Texas, or in any other State. 
I certainly will not put myself in the position, while being an eager 
beaver perhaps for my district, to put myself in a position, especially 
with the responsibility that I have on another committee for eliminat- 
ing waste in Government, to tell you and the members of the commit- 
tee or anybody that if this is going to be most costly to the United 
States, to the Government of the United States, to place this nickel- 
cobalt plant in my district, then I tell you in all fairness we don’t 
want it there. But we believe this is the most economical manner in 
which to handle it and being the most economical manner, I must 
support it. 
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But the remarks, of course, about my district are perhaps facetious 
or semifacetious, but deep warmed in my heart when I talk about 
people getting to work there and in moving things as much as I can. 
But certainly I will not defend a wasteful position at any time. 

Mr. Brooks. Thank you very, very much, Mr. Hébert. 

Do members have any questions of our colleague ? 

(No response. ) 

Mr. Brooxs. Thank you very much. 

Mr. Hésert. Thank you very much. Thank you, sir. 

Mr. Brooxs. Now, we have one other colleague, who had asked to 
come and testify about 11, when the other members had originally 
requested to testify. Mrs. Gracie Pfost, from Idaho. Would you 

lease come forward, Mrs. Pfost. This is our colleague, whom we all 
oan. 

Won't you sit down, please ? 

Mrs. Prost. Thank you. 

Mr. Brooxs. I think also, for the committee’s information, that 
Congressman Overton Brooks, from Shreveport, La., was in and 
wanted to testify. He went over to another meeting. He is going to 
come back. So apparently most of this morning is dedicated to our 
colleagues. 

But, Mrs. Pfost, we are delighted to have you here, and we would 
be pleased to hear your comments. 


STATEMENT OF HON. GRACIE PFOST, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IDAHO 


Mrs. Prost. Thank you very much, Mr. Chairman. 

My full statement will be along shortly. For the committee mem- 
bers, I am sorry it isn’t ready at this time, but it will be along within 
just a matter of moments. 

I listened to the comments of my colleague, Congressman Hébert, 
in which he was pleading with the committee, as rightfully he should, 
that he needed 600 additional jobs in Louisiana, that the installation 
that is contemplated in his State would give 600 new jobs. 

Now, members of the committee, I am here to plead with you and 
anyone who has any influence upon these people downtown in the 
Department to join with me in helping to keep on the job the men 
who are working in Cobalt, Idaho, in my First Congressional District. 

We have a going cobalt industry in Idaho. The only prime pro- 
ducer in the United States is in my congressional district. 

The Government entered into a contract with the Calera Mining 
Co. to furnish 614 million pounds of cobalt. You people, I am sure, 
are aware of the fact that cobalt sells by the pound and not by the 
ton. Therefore, their contract, having been entered into in early 1950, 
isnow expiring. I believe it *"as 1953. As I say, it is now expiring. 

The mine itself at Cobalt has employed approximately 400 people 
over the 4-year period. 

A few months ago they found that they could not get their contract 
extended; at least were unable up to that time to extend their con- 
tract. They started laying people off. 

Here is a mining company which spent over 

Mr. Jonrs. What reason did the Government give for not extend- 
ing the contract ? 
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Mrs. Prosr. Because they say they have more cobalt than they need. 

However, in the last 2 or 3 years, in spite of the fact that we haye 
only one prime producer in the United States, they entered into con- 
tracts with the Freeport Sulphur Co. for almost 24 million pounds of 
cobalt—23,835,000 pounds, to be exact. 

They entered into that contract in March of 1957, And Freeport 
Sulphur will process Cuban ore, as you heard my colleague just pre. 
ceding me say. 

They also entered into a contract with African Metals, whose mip. 
ing 1s going on in the Belgian Congo for another 18 million pounds, 

Now the Idaho contract was for $2.30 a pound, for 614 million 
pounds. 

The Freeport Sulphur Co.’s contract is for $2 a pound. The Calera 
Mining Co. has again and again offered to enter into a contract with 
the United States at $2 a pound. 

It would be difficult if they were asking more, or saying they could 
not live with the price the Government is paying to the eor porations 
that are processing foreign ore. 

But they say th: at they will produce it at $2 a pound even though 
they say they will be losing 10 cents per pound. But they have other 
plans in which they will be able to take up this slack. 

Now, this Idaho company has spent over $12 million of their own 
private capital in getting this production underway. There has been 
a dormitory set up to take care of the men. 

There are schools in operation. There are little stores, a dining 
room, and so forth. I have visited the area several times since I have 
been in the Congress. This whole community is dependent upon the 
mining of cobalt, at Cobalt, Idaho. And with the unrest that we 
have in these other countries, I don’t see how we can tell that if we 
need that metal and need it badly, that we are going to be able to 
transport it across the water and get it here in the States on time. 

Besides, we have an operation that is going. They paid a great deal 
in income taxes. And within a few moments I will be able to tell you 
how much they paid to the Federal Government just last year and 
how much they paid to the State and local communities. 

But it was a sizable amount. And they have been down to 80 men 
practically all of this year. This is an unusual mine, I would like to 

call the committee’s attention to, in that, in this particular area at 
least this cobalt ore or the soil surrounding it, that contains the ore, 
: extremely heavy, and it is a shifting type of arrangement. So 

that half of the men have to work inside, though there is an open-pit 
mine, and at the present time they are open-pit mining entirely. Of 
course, they are limited as to the amount of open-pit mining they can 
do. That will run out after a while. They felt it was necessary to 
keep the timber intact and to keep the tunnel open so they would be 
ready to mine the moment the Federal Government entered into a 
contract so they might be able to continue to mine. 

Mr. Jones. Is there any question of reserves, Mrs. Pfost ? 

Mrs. Prost. I beg your pardon ? 

Mr. Jones. Any question of reserves ? 

Mrs. Prosr. Yes; they have tremendous reserves. 

The reserves they have will run something like 250 million pounds, 
[ think. Just a moment. They have blocked out reserves conserva- 
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tively estimated at 15 million pounds and have indicated and inferred 
reserves of 225 million pounds. é pout 

I have written letters to the Department. The Mines and Mining 
Subcommittee a couple of weeks ago adopted a resolution asking the 
Department to renew the Calera Mining Co.’s contract or come forth 
with a statement telling us why they have not. We have a letter tell- 
ing us that they are going over the matter and that they will resolve 
it very shortly. 

In the same day’s mail that I received that particular letter, I re- 
ceived a letter from the Calera Mining Co. telling us that their last 
roduction will be closed the first week in June and that the processing 
plant in Utah will be operating another 2 to 3 months in order to 
srocess the ore that has already been mined. 

But we have now not a matter of months or years to talk about, 
but we have a 3-week period in which we can preserve the only do- 
mestic prime producer of odd bt. And I think it is very import: int 
and very essenti: : not. only to the people, themselves, that are imme- 
diately ‘affected but the security of our country is dependent upon 
cobalt. 

As you people know, it is tough, it is lustrous, it is a somewhat mag- 
netic material that is highly suited for high- -temperature jet alloys 
as well as electronic devices. It is used in magnetic materials. 

The United States has consumed in recent years about 8 million 
pounds annually. And this company in Idaho produce ed last year 
approximate ‘ly 214 million pounds. They can step their production 
up to 3 million pounds per year. But you see, our domestic producer 
is not even producing they are producing less than a third of the 
amount that is necessary for our own needs right here in the United 
States. 

Mr. Brooxs. Where do most of the supplies come from now, Mrs. 
Pfost ¢ 

Mrs. Prosr. From the Belgian Congo, at the present time. 

The F reeport Nickel Co. has not even started production. The 
Cuban mine is not ready to go. We are not sure how long it will be 
before Cuba starts furnishing the nickel ore that contains cobalt. 

But it is not operating at the present time. 

Mr. Brooks. Now, you have some additional facts that they are 
bringing over right. now ¢ 

Mrs. Prost. I will have a full statement, Mr. Chairman, which I 
should like to ask unanimous consent to have printed in the record 
in full. 

Mr. Brooxs. All right, we will print it in the record. 

Mr. Jones. Mrs. Pfost, do you happen to know what the stockpile 
reserve is? 

Mr. Brooxs. Mr. Bob Jones. 

Mrs. Prosr. Frankly I do not know— 

Mr. Jones. I can defer that question until a little bit later on. 

Mrs. Prosr. I do not know the exact oe I think the people 
from the Department of Interior will be better able to answer that. 

We asked the question of someone from the Department in our 
Mines and Mining Subcommittee meeting. While I do not know and 
have never received the exact figure, they say that it is adequate. 

However, here we are with a 5- year contract. for almost 24 million 
pounds of cobalt coming up, that is a new contract that they have 
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not even started to fill, and yet we are letting a domestic mine wither 
on the vine, die, in other words, and the men go off the payrolls, with 
unemploy ment as it is today. 

Mrs. Weis. Mrs. Pfost. 

Mr. Brooks. Mrs. Weis. 

Mrs. Weis. Mr. Chairman. That 614 million pounds—is that what 
they can produce a year annually with their reserves ? 

Mr. Brooks. No. 

Mrs. Wets. How is that 614-million-pound figure arrived at? 

Mrs. Prost. That was over the period of a 5-year contract. And 
the 23,835,000 pound contract with Freeport Sulphur is a 5-year con 
tract. Rather, I will change that to say it is to be completed by June 
30, 1965. 

Mrs. Wes. That is Freeport Sulphur Co. ? 

Mrs. Prost. Freeport Sulphur. The Idaho mine in its infancy did 
not produce as much cobalt in the beginning, but they were able to 
step up their production to 214 million pounds last year and without 
adding additional equipment or anything, they will be able to step 
their production up to 3 million pounds annually, with no problem 
whatsoever. 

They are also geared to double or triple that production should they 
have the demand for it and would like to. 

They would be happy to enter into a contract for twice the size of 
the previous contract, which is just expired. 

Mrs. Wes. It is not limited by the reserves, that you know of? 

Mrs. Prosr. I presume the size of the contract in the beginning 
probably may have been limited to the extent of the needs. However, 
I can’t answer what was in the mind of the Department at the time 
they entered into a contract of that size. 

Mr. Wes. Thank you. 

Mr. Watiuavuser. Mr. Chairman. 

Mr. Brooxs. Mr. Wallhauser. You had a question or comment, 
Mr. Wallhauser? We will recognize you at this point. 

Mr. Wauiuavser. I have wondered: Did your company have any 

negotiation with the Government at the same time the Freeport Sul- 
phur contract was being negotiated ? 

Mrs. Prosr. I doubt if they were negotiating with the Federal Gov- 
ernment in March of 1957, which was the time that the Freeport 
Sulphur contract was consummated. 

But, of course, the Department would well know that they hada 
domestic producer, whose contract would expire, and I should think 
would look ahead to the fact that within 2 short years a contract 
would be expiring for the only domestic produc tion we have. 

Mr. Wa.tnavser. Is it your belief that the Government authori- 
ties did not in any way communicate with the Idaho company, to in- 
vite their bid or to aerite their consideration of a possible bid? 

Mrs. Prosr. Oh, I am sure they did not because the Calera Mining 
Co. has spent hundreds upon hundreds of dollars since the first of 
this year, even, in keeping a man or sending a man back here to try 
to negotiate with the Federal Government; that is, to renegotiate the 
contract or have the contract extended. 

To date, they have not been successful. And in view of the fact 
that they could not see that a renewal of the contract was forthcoming, 
then they began to cut down on the number of men that they had 
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working at the mine and were producing less, so that they would not 
have to close down entirely. You see, a closed-down mine is very 
expensive to open, and they wanted to keep their tunnel open. | 

Therefore, they cut their processing, or rather their production, 
down to a bare minimum, in order to keep the mine at least working 
until they hoped the Government would enter into a contract, so that 
they would have the assurance that they could continue their opera- 
tions. ‘To date they have not had that assurance. 

Mr. Watiuauser. This man or men who were negotiating—what 
word did they bring back as to the progress, that is the progress of the 
negotiations, as to why the ¢ rovernment wouldn't consider—— 

Mrs. Prost. Just that they have sufficient cobalt on hand and that 
they do not need additional cobalt. 

In view of these contracts that they have entered into, even though 
one of them has not even started production yet—and it is four times 
the amount of the domestic producer, the one with the Freeport Sul- 
phur is 23,835,000 pounds, and even in view of that they have still not 
seen fit to—— 

Mr. WatitHaAuser. You mentioned a price differential. Was that 
ever brought up as being one of the possible reasons ? 

Mrs. Prost. It was never called to my attention because Calera Min- 
ing Co. agreed to meet the Freeport Sulphur price of $2. 

So that in itself is—— 

Mr. Brooks. Excuse me. But it must have been brought up if 

they were conscious of the fact that they had to meet a price, wouldn’t 
you say / 
' Mrs. Prosr. I would assume that the Calera Mining Co. realized 
that if the Government were to extend their contract, that they should 
meet the Freeport Sulphur price of $2. And, therefore, even though 
at the $2 price they will lose 10 cents a pound, as I said a moment ago, 
they did agree to the $2 price and have repeatedly agreed to furnish 
it at $2 a pound. 

Mr. Wactiuavser. I will not pursue this. Thank you very much. 

Mr. Brooxs. Would you want to continue with your statement? 
Do you want to put the statement in ? 

Mrs. Prost. I think I will put the statement in the record, because 
[only highlighted the entire statement. 

Mr. Brooxs. We are grateful for your coming over and we ap- 
preciate your comments and we will insert your revision as it is sub- 
mitted. 

Mrs. Prost. Thank you so very much for your attention and the 
questions which helped to clarify the problem we are faced with. 

(The statement is as follows :) 


STATEMENT OF Hon. GrRACIE Prost, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF IDAHO 


Mr. Chairman, I deeply appreciate the opportunity you have given me to 
state my views on a subject that is of vital importance to the security of our 
country. I refer to cobalt, one of the most essential materials used by our 
Armed Forces in maintaining this Nation's far-flung defenses. 

Cobalt is essential because of its basic qualities: It is tough, lustrous, a 
somewhat magnetic metal that is ideally suited for high temperature jet-engine 
alloys, as well as in electronic devices. In recent years, the United States has 
consumed about 8 million pounds annually, with about 35 percent used in special 
high-temperature alloys, about 29 percent in magnetic alloys, and the remainder 
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in chemical and other industries. New development in alloy metallurgy are 
certain to require cobalt to provide increased resistance to high temperature 
and you can imagine how hot the inside of one of our new rockets can get. 

The only primary source of cobalt in this country is at Cobalt, Idaho, on the 
congressional district I represent where the Calera Mining Co., produces aboyt 
2% million pounds a year. This output can easily be raised to 3 million pounds 
and can be expanded still further in an emergency. This mine—the only mine 
in the entire country which is devoted soley to the production of cobalt—has 
blocked-out reserves conservatively estimated at 15 million pounds, and jndj- 
sated and inferred reserves of 225 million pounds. 

Our country simply cannot afford to be dependent on imports to meet its 
every need of such a strategic material, particularly when we have reseryes 
of this material in the United States and an industry capable of growing ang 
expanding to meet emergency needs. 

With the cold war threatening to erupt into a hot one at any time, it igs 
obviously in the interest of our national defense to keep this mine in operation, 
just as it is to keep steel mills, airplane factories, coal mines, and other basie 
sinews of our Nation’s economy running. Yet what has happened? We are 
confronted with the amazing spectacle of our own Government deliberately 
letting its own prime source of cobalt wither on the vine and die by refusing to 
extend its contract, while at the same time contracting with other firms whose 
sources of cobalt ore are in foreign lands rife with unrest, riot, and revolution. 

Our imports are averaging between 16 and 17 million pounds a year—twice 
as much as we consume. Presumably these excess imports are diverted to 
inventory stocks and the national stockpile. But the fact remains that our 
domestic industry is being driven to the wall by these excessive imports. For 
some curious reason, our Republican administration seems to prefer buying 
from large oversea producers rather than encouraging our domestic industry, 

On February 2 of this year I introduced a bill to maintain the domestic cobalt 
industry by raising the tariff to $1 a pound, anticipating that the Government 
would do nothing to protect our domestic firms. Unless this is done, we shall 
very soon arrive at a situation where there will be no domestic production of 
cobalt in any form whatever. 

Who are these countries on which we rely for the major portion of our stock- 
pile needs? One is the African Metals Co. in the Belgian Congo which has a 
contract for 18 million pounds and by mid-1958 had delivered 5 million pounds. 
It is claimed that this company is part of a group of producers in Africa which 
has reserves of over 759,000 short tons of recoverable cobalt. The primary 
product of these companies is copper: 

Another large contract is held by Freeport Nickel, a Cuban-American com- 
pany which has a contract for nearly 24 million pounds. Here, cobalt is secon- 
dary to nickel production and by the way, their nickel contract is for 250 mil- 
lion pounds. 

Compare these foreign contracts with the domestic contract of the Calera 
Mining Co. of Idaho for 6144 million pounds. 

How can we depend on these foreign mines for our cobalt, when we don’t know 
from one day to the next whether ore shipments will be available for our 
hungry furnaces? How can‘ we schedule our jet-engine production when one 
of the most vital materials to be used is at the mercy of foreigners? For 
make no mistake about it—Communist agents are exploiting native unrest to 
the fullest. Do you imagine for one moment that the Russians would permit 
cobalt ores to come out of these mines in the event of war? Or permit ships 
carrying it to travel unmolested across thousands of miles of ocean? 

And while we are faced with this clear and present danger, while the adminis- 
tration gambles with our lives and fortunes, the Calera mines face the har- 
rowing prospect of a shutdown within a few short weeks when their present 
Government contract ends. 

Already, employment at Cobalt is down to about 80 men from earlier levels 
of about 400. Soon, these 80 men, too, will be thrown out of work, destitute, 
because their Government prefers to spend good American money in Africa and 
Cuba. 

This is criminal. This is something which this Congress should not, and I 
am confident, will not permit. 

Let me emphasize at this point that cost is not involved here. The Calera 
Mining Co. has notified the Government that it will meet the Freeport Nickel 
price of $2 per pound. 
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But in a larger sense, cost is involved in terms of tax losses to local, State, 
and Federal Government if Calera closes. Last year, this firm paid $71,000 
to the Federal Government, $49,000 to the State of Idaho, and $78,000 to the 


county. . p , 
In subsequent years, if the mines close, not only would these taxes be elim- 


inated, but Government returns would be further depleted through loss carry- 
pack provisions. The mine, mill, and refinery represent an investment of over 
$12 million of private capital which would be almost a total loss since scrap 
yalue of such material is very low. 

And what of the loss in manpower, in skills? Our Nation can ill afford to 
throw these trained men on the dump heap and abandon a multimillion-dollar 
enterprise. 

It seems a shameful thing for our Government to force the shutdown of this 
Nation’s only prime source of cobalt and at virtually the same time obligate 
itself to buy $42 million worth of cobalt from foreign nations in ferment. 

The House Mines and Mining Subcommittee has recognized the gravity of 
the situation and demanded 2 weeks ago that the Government contract with 
Calera be extended on terms reasonable to the United States and to the mining 
company. To date, however, the Government has refused to act. 

Now, with the situation growing more desperate daily, I am appealing to the 
Government Operations Subcommittee for help. What is at stake here is the 
protection of an industry basic to our national security. If the administra- 
tion callously forces it to shut down, it will not be available when we need it 
most. This we cannot permit to happen, in the interest of the safety of our 
country. 

Mr. Brooxs. Now, I would like to recognize Philip Charam, 
and ask him to come forward if he would. He is the Assistant Direc- 
tor of the Civil Accounting and Auditing Division of the U.S. Gen- 
eral Accounting Office, which made the original study of this matter. 

Mr. Charam, won’t you be seated. 


STATEMENT OF PHILIP CHARAM, ASSISTANT DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE; ACCOMPANIED BY SHERMAN HENIG, SUPERVISORY 
ACCOUNTANT; AND MARSHALL LYNN, ATTORNEY 


Mr. Cuaram. Mr. Chairman, I have with me Sherman Henig, of 
our audit staff, and Marshall Lynn, of our legal staff. 

Mr. Brooks. Will you all be seated, then. 

Mr. Charam, will you proceed. 

I think, members of the committee, it is not necessary to swear the 
witnesses we are going to have. We are going to have only Govern- 
ment officials testifying as to their own personal knowledge on these 
matters. I think it is not necessary. They are going to tell us to 
their best knowledge anyhow. 

Mr. Charam has been with the Government for some time and is a 
man of apparently exceptional ability, even for an outstanding agency 
like the GAO, which as you all know has done a lot of very fine work 
for this Congress. 

They are an arm of the Congress and have made many efforts to 
make impartial and objective studies and analyses of various proj- 
ects, contracts, and situations within the Government, which are not 
in the best interests of the Government from the standpoint of effi- 
clency. 

Mr. Hébert, you, too, probably have studied some of the General 
Accounting Office recommendations and reports and found them 


helpful. 
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Mr. Héserr. I would say that the General Accounting Office is the 
strongest arm that my committee has. 

Mr. Brooxs. Well, we have found them very helpful in their ob. 
jective analyses of these matters. 

I don’t say that all of this credit goes to the three men here. It gogg 
to their entire organization, of which they are representatives, _ 

Without further ado, I would like to say in your official capacity 
now—did Mr. Overton Brooks come in ? 

Mr. Henverson. We need some additional copies of the statement. 

Mr. Brooks. Oh, do you have any additional copies of your state. 
ment, Mr, Charam? 

Mr. Cuaram. Yes, we do. 

Mr. Brooks. There is one in each of the members’ folders. 

Mr. Cuaram. Here they are, sir. 

Mr. Brooks. Fine. 

Is your name and your position correct as stated ? 

Mr. Cuaram. That is correct, sir. 

Mr. Brooks. In your official capacity, did you prepare and super- 
vise the preparation of this review of the General Services Admin. 
istration Contract No. DMP-134? 

Mr. Cuaram. Yes, sir, I did. 

Mr. Brooks. Well, would you outline the contents of the report? 

If you have a prepared statement, which I see that you do, would 
you read it, highlight it, or make it a part of the record ? 

Mr. Cuaram. Yes, sir; I will furnish this prepared statement. 

Mr. Chairman and members of the subcommittee, in response to 
your request, we are pleased to appear before you today to discuss 
our report dated August 5, 1957, to the chairman, House Committee on 
Government Operations, on the review of the letter agreement dated 
March 8, 1957, between the General Services Administration and the 
Freeport Sulphur Co. and its wholly owned subsidiary, the Cuban 
American Nickel Co. 

Our review was made at the chairman’s request, and consisted of 
(1) an examination of such records relating to the negotiation of the 
agreement and to the overall nickel-expansion goal (including un- 
accepted proposals of other companies) as we were made available 
to us by the General Services Administration and the former Office of 
Defense Mobilization (now Office of Civil and Defense Mobiliza- 
tion), and (2) discussions with officials of GSA, ODM, and private 
industry. 

Subsequent to the completion of our review—— 

Mr. Jones. Mr. Chairman, may I ask him a question ? 

Mr. Brooks. Surely. 

Mr. Jones. You say nickel here. Does that include cobalt? 

Mr. Cuaram. The particular expansion goal happened to be a goal 
for nickel, that is expansion of nickel productive capacity. Any co- 
balt that enters into this story happens to be a byproduct of the proe- 
essing of that nickel. 

Mr. Jonzs. So it does include cobalt ? 

Mr. Craram. The contract includes cobalt. 

Mr. Jones. Isee. Thank you, sir. 

Mr. Cuaram. Subsequent to the completion of our review and 
while ovr report was in process of issuance, the letter agreement of 
March 8, 1957, was superseded and replaced by a definitive contract 


C 


( 
f 


— 


——_——- ~*~ Fey 


ee ee 


> 18 the 
eir ob. 
It 20es 
pacity 


ment, 
* State- 


super- 
\ dmin- 


rt? 
would 


Be 

mse to 
liscuss 
ttee on 
+ dated 
ind the 
Cuban 


sted of 
of the 
ng un- 
ailable 
fice of 
»biliza- 
private 


a goal 
Ny Co- 
@ proe- 


w and 
rent of 
yntract 


NICKEL-COBALT CONTRACT OBLIGATIONS 29 


which was executed on July 19, 1957, between the Cuban American 
Nickel Co. and the General Services Administration. 

The definitive contract, identified as No. DMP-134, made no sub- 
stantive changes in the terms of the letter agreement. Following is a 
description of the background and salient features of the contract and 
the highlights of related matters commented upon in our report. 


CONTRACT BACKGROUND 


The increased military and civilian demand for nickel at the time 
of the Korean war necessitated both Government controls over the 
use of this metal and an expansion of production facilities to increase 
the supply available to the United States. 

In 1951 the U.S. Government began a program designed to encour- 
age expansion of existing nickel-producing facilities and the develop- 
ment of additional sources of supply. 

In furtherance of this program, GSA was authorized to negotiate 
contracts with producers or potential producers to implement the 

ickel expansion goal. 

a July 1953, GSA received a proposal from the Nicaro Nickel 
Co., a wholly owned subsidiary of Freeport, to enter into a contract 
for the production and sale of nickel and cobalt. 

This proposal contemplated the use of a new sulfuric acid leach 

rocess to produce nickel and cobalt from facilities to be constructed 
in Cuba and in the United States. 

However, the high premium prices which the company wanted for 
the metals were unacceptable to the Government, and GSA considered 
that the use of a pilot-plant operation to prove the process from a 
technical and economic standpoint would be advisable. 

Accordingly, contract No. DMP-105 was awarded to the Freeport 
Sulphur Co. on October 18, 1954, for the construction and operation 
of a pilot plant on its land at Braithwaite, La., to test the commercial 
technical feasibility of the new process, with costs to be reimbursed 
by the Government. 

At the same time, a conditional production contract (DMP-106) 
was entered into with Nicaro Nickel Co, upon more favorable terms 
than originally offered by the company. 

The production contract provided for the construction and opera- 
tion by Nicaro of commercial-scale plant facilities designed to produce 
30 million pounds of nickel and 3 million pounds of cobalt anually. 

Under this contract, the Government agreed to buy 75 million 
pounds of nickel, at the rate of 15 million pounds a year, and had the 
option to buy additional quantities not to exceed 75 million pounds. 

The company had the option to sell to the Government any part 
of the additional quantity not purchased by the Government. 

The price to the Government for all nickel delivered under the con- 
tract was to be the market price in effect on the date of delivery, ex- 
cept for the first 15 million pounds for which the Government would 
pay market price plus 15 cents per pound but not to exceed 75 cents 
per pound. 

The Government also agreed to purchase up to 15 million pounds 
of cobalt over a 5-year period at the market price of the metal at date 
of delivery. 
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The production contract. was conditioned upon a determination by 
Freeport that the production process and commercial-size plant—— 
Mr. Jones. Mr. Chairman, I hate to interrupt 

Mr. Brooks. Mr. Bob Jones. 

Mr. Jones. The negotiations that were outstanding during the 
period is what you have established in your testimony. Did you 
examine any other contracts held by the Government or offered to the 
Government during the same period from any other mining—pro- 
ducers of either nickel or cobalt ? 

Mr. Cuaram. Not directly in connection with the review of this 
particular contract. 

Mr. Jones. All right. 

Mr. Cuaram. Although as we explain, we did examine the pro- 
posals that were made in connection with the nickel-expansion goal, 
which were not accepted. We discuss that later on. 

Mr. Jones. Good, sir. 

Mr. Cuaram. Now, the production contract was conditioned upon 
a determination by Freeport that the production process and com- 
mercial-size plant were economically feasible based on the pilot-plant 
operations. 

The Government had the right to terminate the contract without 
penalty by written notice within 60 days after receipt of Freeport’s 
opinion on the feasibility of the commercial plant. 

Freeport constructed a pilot plant at Government expense on its 
own land at Braithwaite, La., and processing operations on a cost- 
reimbursable basis were completed on October 18, 1956. 

In May 1956, prior to the termination of the pilot-plant operations, 
ODM publicly announced a revised nickel-expansion goal, aimed at 
providing the United States with an annual supply of 440 million 
pounds of nickel by 1961. 

This revised goal provided for an annual supply of 60 million 
pounds more than that established in the earlier goal and about 140 
million pounds above the estimated annual supply then available 
tothe United States. 

In implementation of the Government’s revised nickel-production 
goal, GSA requested Freeport, in August 1956, to submit a proposal 
for the construction and operation of facilities capable of producing 
50 million pounds of nickel annually in lieu of the 30 million pounds 
annual production provided for in the conditional production contract 
No. DMP-106. 

Freeport submitted such a proposal on October 17, 1956, and at the 
same time informed GSA that it expected to formally notify the Gov- 
ernment shortly that the experience and data developed in the pilot- 
plant operation had demonstrated the commercial technical feasibility 
of the process and had provided sufficient information for the design 
of a commercial-scale plant. 

However, Freeport stated that its studies showed that it would 
not be possible to finance either a 30 or 50 million pound a year plant 
with private funds and furnish nickel to the Government at the then 
prevailing market price of 6414 cents per pound. 

Subsequent negotiations between GSA and Freeport led to various 
modifications and revisions in the Freeport proposal and culminated 
in the letter agreement of March 8, 1957 (DMP-134), between the 
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General Services Administration and the Freeport Sulfur Co. and the 
Cuban American Nickel Co. 

This agreement, which was entered into pursuant to the authority 
contained in the Defense Production Act of 1950, as amended, and the 
Federal Property and Administrative Services Act of 1949, as 
amended, in effect, superseded the previous production contract 
(DMP-106) with Nicaro Nickel Co., also a Freeport subsidiary. 


SALIENT FEATURES OF CONTRACT NO. DMP—134 


The salient features of contract No. DMP--134 are as follows: 

1. The contractor (Cuban American Nickel Co.) will, with or 
without one or more of Freeport’s or its own subsidiaries, at its or 
their own expense, construct a refinery and related facilities in the 
United States, and other facilities in ( ‘uba, designed to produce an- 
nually not less than 50 million pounds of nickel metal and approxi- 
mately 4.4 million pounds of cobalt metal from ores derived from 
properties , at or near Moa Bay, Cuba, now owned by one or more 
subsidiaries of Freeport. 

9. Freeport will retain until June 30, 1965, ownership and control 
over not less than 75 percent of the outstanding capital stock of the 
contractor. 

3. The Government will purchase all nickel and cobalt metal meet- 
ing national stockpile specifications produced at such refinery from 
such ores which the contractor may tender to the Government and 
will pay 74 cents ($0.74) a pound for nickel metal and $2 a pound 
for cobalt metal, packaged in accordance with Government speci- 
fications. 

4. The contractor’s right to tender metals to the Government is 
limited to the first 271 million pounds of salable nickel produced at 
the facilities and to the cobalt produced during the production of 
that amount of nickel, but not more than 23,835,000 pounds of cobalt. 
The right to tender metals to the Government will termin: ute, in any 
event, on June 30, 1965. 

Mr. Jones. Before you go to the next, just what does that mean, 
“Contractor’s right to tender metals”? Would they have the right 
to schedule the delivery of the metal ? 

Mr. Cuaram. They have the right to make the Government pur- 
chase these metals. 

Mr. Jones. Who—— 

Mr. Cuaram. Tothe extent they cannot sell them. 

Mr. Jones. Who would determine when the Government would 
buy the metals, the company or the Government ? 

Mr. Cuaram. The company probably would announce to the Gov- 
ernment that it has a certain quantity available, which under their 
rights under this contract they expect the Government to buy. 

Mr. Jonrs. Suppose the Government didn’t need it at that time? 

Mr. Cuaram. Well, it is immaterial. It is a contractual right. In 
other words, they have an actual contractual right to require the 
Government to buy 271 million pounds of nickel and 23 million 
pounds of cobalt—this is over a period of years. 

Mr. Jones. That is right. 

Mr. CHaram. Atso mucha year. 
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Mr. Jones. Was any 

Mr. Cuaram. Whether the Government needs it or not is imma. 
terial. 

Mr. Jones. I understand that. But what about the date of de. 
livery on it? Who is to determine the delivery date? The Goy- 
ernment has that right? 

Mr. Cuaram. The Government would probably issue shipping in. 
structions as to how the metal would flow in, if that is what you 
mean. 

Mr. Jones. Suppose the company produced this year 10 million 
pounds and next, 3 million pounds. 

Mr. Cuaram. Actually, the plant was scheduled to produce 50 mil- 
lion pounds a year. 

Mr. Jones. So as a practical operation that question wouldn't 
arise ? 

Mr. Cuaram. That is right. 

The 23,835,000 pounds of cobalt mentioned in the contract and the 
271 million pounds of nickel is the total production, the maximum 
annual production multiplied by a little over 5 years. 

Mr. Watiuavser. Mr. Chairman—— 

Mr. Brooks. Mr. Wallhauser. 

Mr. Watiuauser. Mr. Chairman, it was at the request of the Gov- 
ernment, was it not, that the 50 million pounds per annum figure 
was set? 

Mr. Cuaram. Oh, yes. 

Mr. Watiuauser. They wanted that production ? 

Mr. Cuaram. The proposal requested was for a plant capable of 
producing 50 million pounds; that is correct. 

Mr. WatutHaAuser. The Government wanted that? 

Mr. Cuaram. That is right. 

Mr. Brooks. You continue, Mr. Charam. 

Mr. Cuaram. 5. On the assumption that the contractor's capital 
costs will equal or exceed $106,840,000, the obligation of the Govern- 
ment to accept and pay for the nickel and cobalt metal tendered under 
the contract will terminate when the cash return realized by the 
contractor and its corporate affiliates from the operation of the fa- 
cilities reaches $98,129,000. 

“Cash return” is defined in the contract as net profits before divi- 
dends or amortization of debt and without charge for the ore, plus 
charges against operating income not requiring the outlay of cash, 
such as depreciation and accelerated amortization of the cost of the 
new facilities. 

In the event the capital costs amount to less than $106,840,000, the 
Government’s obligations will terminate when the cash return reaches 
an amount equal to $98,129,000 less 75 percent of the difference be- 
tween the actual capital costs and $106,840,000. 

6. The Government has the right to require, until June 30, 1965, 
the sale by the contractor to the Government of not more than 30 
percent of the estimated nickel metal to be produced at the refinery, 
at a price, f.o.b. common carrier, the contractor’s refinery in the United 
States, equal to the market price for electrolytic nickel metal, f.o.b. 
common carrier, Port Colborne, Ontario, duty paid, prevailing at 
the time of delivery, but not less than $0.74 a pound. 
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7. The agreement was contingent upon the issuance by the proper 
certifying authority (ODM) of certifications authorizing accelerated 
amortization as emergency facilities of 80 percent of the required 
facilities, pursuant to section 168 of the Internal Revenue Code of 
1954. On May 2, 1957, certificates 32,365 and 32,366 were issued by 
ODM covering the facilities contemplated in this contract. 

It was estimated that a period of 214 years would be required to 
complete the design and construction of the facilities and that pro- 
duction would commence in the latter part of 1959. 


PARTICIPATING COMPANIES 


In addition to the Freeport Sulphur Co. and its wholly owned 
subsidiary, the Cuban American Nickel Co., signatories of the letter 
agreement of March 8, 1957, this contract (No. DMP-134) will also 
involve participation by the Moa Bay Mining Co., a wholly owned 
subsidiary of the Cuban American Nickel Co. 

It is contemplated that the Moa Bay Mining Co. will construct 
and operate the facilities in Cuba, while the Cuban American Nickel 
Co. will construct and operate the refinery in Braithwaite, La. All 
three companies are incorporated in Delaware and have offices at 161 
East 42d Street, New York, N.Y. 

We note that in November 1958 the corporate name of the Cuban 
American Nickel Co. was changed to the Freeport Nickel Co. 

Following are some of the comments in our report on the contract 
provisions and related matters : 

1. The contract provides that the Government will accept, if the 
contractor so tenders, a maximum of 271 million pounds of nickel 
metal and 23,835,000 pounds of cobalt metal produced at the new fa- 
cilities and meeting national stockpile specifications at prices of 74 
cents and $2 a pound, respectively. This right to tender metals will 
terminate on June 30, 1965, or sooner through the operation of the 
cash-return provisions of the contract. If the maximum quantities of 
metals agreed to under the contract are tendered to the Government, 
the following expenditures of Government funds will be required: 
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Mr. Reuss. Mr. Chairman, a question at that point. 

Mr. Brooks. Mr. Reuss. 

Mr. Reuss. That 248 million figure is on the assumption that the 
nickel and the cobalt are worth nothing; is it not? 

Mr. Cuaram. No. 

Mr. Reuss. No recovery ? 

Mr. Cuaram. No. 

Mr. Reuss. That is what the Government would have to pay at 74 
cents a pound, right? 

Mr, Cuaram. We would pay—— 

Mr. Reuss. It, however, owns the nickel. 

Mr. Cuaram. What? 

Mr. Reuss. It pays $200 million. 

os Cuaram. That is right. We own the nickel, yes, and the 
cobalt, 
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Mr. Reuss. We own the nickel. 

Well, wouldn’t a more realistic figure be an informed guess as to 
the likely future price course of nickel and cobalt, having reference to 
its course in the past? Because it obviously isn’t going to be worth 
zero. 

Mr. Cuaram. No, we are not implying it is worth zero. 

Mr. Reuss. If the loss is $248 million 

Mr. Cuaram. That is not a loss. 

Mr. Reuss. You are just talking: 

Mr. Cuaram. That is just the amount of expenditure. In other 
words, under this contract the Government will pay out $248,210,000 
if the maximum quantity is tendered to the Government. 

Mr. Reuss. Yes. 

Mr. Cuaram. That is just that. It is to show you what is involved 
in this contract. That is the most we can pay out. It is not the logs, 

Mr. Reuss. So it has nothing to do with loss or gain or anything 
else ? . 

Mr. CHAraAm. Not right here. 


=** 


Mr. Reuss. The price goes up and the Government sells it. Then 
it is a gain rather than a loss? 

Mr. Cuaram. That is right. 

Mr. Watiuauser. Mr. Chairman. 

Mr. Brooxs. Mr. Wallhauser, you had a question ? 

Mr. WatiHAvser. Yes. 

Mr. Reuss asked the question, regardless of how high the price 
went—is that correct—the Government would still pay only 74 cents 
and $2 per pound. Is that correct? 

Mr. Brooks. No. 

Mr. Craram. These are the tender rights. 

Mr. Hente. If the Government wants to buy the nickel, it would 
pay the market price. The 74 cents and the $2 per pound are the 
prices which the contractor can require the Government to pay for the 
nickel or cobalt which it tenders. If the price of nickel or cobalt goes 
up, the contractor is not required to deliver more than 30 percent of 
the nickel that he can produce at market prices at time of delivery. 

Mr. Watinavser. Not at the 74 cents? 

Mr. Hente. No, sir. 

Mr. Lynn. Unless that is higher than the market price. 

Mr. Watxunauser. In other words, this 74 cents is not a ceiling 
price. 

Mr. Henie. It is a floor price. 

Mr. Craram. Floor price. 

Mr. Watiuavser. Floor price. 

Mr. Cuaram. But whenever the contractor requires the Govern- 
ment to buy nickel, we only pay 74 cents. 

As we explain later, if the Government needs nickel and requires 
the contractor to sell to it, then we pay 74 cents or the market, which- 
ever is higher. If the market was lower, we would pay 74 cents. 

Mr. Watiuauser. We will wait until we get to that point. 

Mr. Cuaram. All right. 

Mr. Watiuauser. Finish 

Mr. Brooks. Please continue, then. 

Mr. Cuaram. Second. The quantities and prices provided by this 
contract were intended to permit the contractor to recover during the 
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first 6 production years ending June 30, 1965, an estimated $98,129,000 
of the initial estimated capital investment of $119,210,000. 

Third. The 74 cents a pound price for nickel] metal in this contract, 
which is equal to the highest market price of nickel in the past 28 
ears, is, in effect a floor price. 

Should the market price of nickel go higher than 74 cents, the con- 
tractor can sell its metal to industry or the Government at the higher 

market price. However, should the price of nickel decline, the con- 
tractor can tender, and the Government must accept, the maximum 
quantity provided by the contract at the contract price of 7 (4 cents. 

Fourth. Although the 74 cents a pound price for nickel established 
in this contract was identical with the market price at the time the 
contract was executed, it should be noted that the ‘smeaiida price of 
nickel is based on delivery f.o.b. Port Colborne, Ontario, and includes 
import duty of 114 cents a pound. 

Since the import duty is assessed on nickel meti al and the contractor 
will import # nickel concentrate into the United States from Cuba and 
produce the nickel mets tal in its Louisiana refinery, it will not be re- 
quired to pay this duty to the U.S. Government. 

A partially offsetting factor, however, is the packaging provision of 
the contract which stipulates that the nickel metal will be packaged 
in accordance with Government specifications. 

The Port Colborne market price is for unpackaged nickel metal. 
We have been informed by the GSA technical staff that packaging the 
metal will cost the contractor between six- and seven-tenths of a cent 
a pound. 

Wifth. As of December 31, 1956, the national stockpile had on hand 
and on order, exclusive of quantities in this or the preceding Freeport 
contract No. DMP-106, about 153 percent of the minimum and long- 
term nickel stockpile objectives, which were identical. 

This amount included nickel already in the stockpile and the maxi- 
mum quantities that contractors may deliver to the Government un- 
der stockpile and Defense Production Act contracts. The actual 
quantity of nickel on hand in the stockpile at December 31, 1956, was 
about 48 percent of the stockpile objective. 

Mr. Reuss. Mr. Chairman. 

Mr. Brooxs. Mr. Reuss. 

Mr. Reuss. If I understand this right—I am nonplused. This 
paragraph says that a few months before they made this contract, 
the ODM had on hand or on order 153 percent of its long-term nic kel 
stockpile objectives. 

Mr. Cuaram. Yes. 

Mr. Reuss. Why in the name of heaven were they negotiating with 
Freeport, Bethlehem, INCO, or anybody else? 

Mr. Craram. You see, the stockpile is separate. The purpose of 
this contract was to increase the productive capacity for nickel. 

You see, the ODM goal was to expand the productive capacity. It 
had nothing to do with the stockpile goal which was previously set. 

Now, as you expand productive capacity, that in turn naturally 
should have an influence on how you ests tbtish your stockpile goal. 
You wouldn’t need as much in the stockpile if you had plenty of 
productive capacity. 

Mr. Reuss. What were the productive capacity goals of ODM, 
generally speaking ? 
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Mr. Cuaram. Well, as I said, in May 1956 they announced a re. 
vised goal which aimed at having 440 million pounds of nickel avajl- 
able to the United States annually. At that time, they only had 309 
million. So they had to get new suppliers, that is, new producers, 

Mr. Reuss. Thank you. 

Mrs. Wets. Mr. Chairman. May I ask, Mr. Chairman—— 

Mr. Brooks. Mrs. Weis. 

Mrs. Wets. Where this 48 percent came from actually ? 

Mr. Cuaram. Oh, under all the different contracts, purchase cop- 
tracts. 

Mrs. Weis. From where mainly ? 

Mr. Cuaram. Various companies they buy from. Canada, proba- 
bly, mostly. 

Mrs. Weis. Canada? 

Mr. Brooks. Proceed. 

Mr. Cuaram. Sixth. There were indications of a possible decline in 
the market prices of both nickel and cobalt by 1960 and 1961 in the 
event the world civilian consumption of these materials did not jp- 
crease sufficiently to absorb the expected expanded output. In such 
case, it would be to the contractor’s advantage to tender to the Govern- 
ment the full contract quantities. 

In view of the respective stockpile positions of these metals, the 
Government may decide to sell the metals. In this event, the Gov- 
ernment could lose up to $2,710,000 for each 1-cent drop in the price 
of nickel and up to $238,000 for each 1-cent drop in the price of cobalt, 

We note that in February 1959 the market price of cobalt metal 
dropped from $2 per pound which the Government must pay under 
this contract to $1.75 per pound. Assuming no further change in the 
market price of cobalt, the Government stands to pay about $6 million 
more than the current market price for the cobalt which may be 
tendered to it under contract DMP-134. 

7. A Freeport proposal of January 10, 1957, leading to the execu- 
tion of this contract was analyzed in a report prepared by technical 
and fiscal representatives of GSA. 

This analysis was thorough and complete and went into ali aspects 
of the proposal including a review of future free-world nickel pro- 
duction. The report concluded with an unfavorable opinion of the 
proposal and stated that : 

In view of the future outlook for expanded nickel production from unsub- 
sidized sources, it does not appear that we are warranted in obligating the tax- 
payer to a commitment of upward of $300 million merely to get this one facility 
into operation. 

This estimated commitment of $300 million was based on the prices 
in the January 10 proposal; however, the maximum commitment 
under the actual contract would be about $248 million. 

This analysis was approved by the Commissioner, Defense Mate- 
rials Service, GSA, who, in his former capacity as consultant for mate- 
rials to the Borrowing Authority Review Board, Office of Defense 
Mobilization, in 1954, had made an extensive review of the nickel 
situation. The analysis was forwarded by the Administrator of Gen- 
eral Services to the Director, ODM, by letter of February 7, 1957. 

Mr. Brooxs. Mr. Charam, who was the man that prepared this! 

Mr. Cuaram. Who prepared the report? 

Mr. Brooxs. Yes. 
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Mr. Cuaram. Well, it was signed by a Mr. Croston and Mr. Saftlas. 
But it was approved by Mr. Weaver, the Commissioner of Defense 
Materials Service, who formerly was a consultant with the Borrow- 
ing Authority Review Board of ODM, and had made an extensive 
review of the nickel situation in that capacity. 

Now, this analysis 

Mr. Watunauser. Mr. Chairman, may I ask a question at this 
point ! ; 

Mr. Brooks. Mr. Wallhauser. 

Mr, Watiuauser. In that opening sentence of No. 7, you say this 
isa proposal leading to the execution. 

This proposal was never executed, was it? ' 

Mr. Cuaram. It was that proposal that was negotiated back and 
forth, at different times. 

Mr. WatiHauser. This was a nonconsummated proposal, is that 
right ? 

Mr. Cuaram. Well, I would say the contract is the outcome of the 
January 10 proposal, after all the intervening negotiation, give and 
take. 

Mr. Watiuauser. Does it differ? 

Mr. Cuaram. Surely. 

Mr. WALLHAUsER. Quite materially ? 

Mr. Cuaram. Surely. 

In other words, they——— 

Mr. Waturauser. So that the objection by Mr. Croston and so 
forth was on a proposal which was later changed considerably ; is that 
right. 

Mr. Coaram. That was the last formal proposal, that is right. 

Mr. Wauituauser. All right. 

Mr. Reuss. One more question. 

Mr. Brooxs. Mr. Reuss. 

Mr. Reuss. Leaving monopoly questions aside, what does Inter- 
national Nickel have in the way of reserves, do you know ? 

Mr. Cuaram. I don’t know. I don’t know that. 

Mr. Reuss. Did your review involve any of the basic assumptions 
as to whether it was necessary to go into Cuba at all, or did you accept 
the strategic metals determinations that somebody else made? 

Mr. Cuaram. Well, actually our review didn’t try to decide whether 
this goal should be filled from Cuban or Canadian nickel. We tried 
to just review what actually took place and obtained the reasons of 
GSA and ODM for doing what they did, and disclosed it to the com- 
mittee chairman in pursuance to his request. 

Mr. Reuss. This is what concerns me: We had 153 percent of the 
long-term nickel stockpile on hand or on order—the only other stra- 
tegic consideration was what if there is a war and we are cut off? I 
take it that is the only other consideration ? 

Mr, Henic. Or if the consumption of nickel increases. 

Mr. Reuss. And if the consumption of nickel increases, I would 
have thought the relevant inquiry is where is the nickel in the ground 
now and how available is it going to be. 

Mr. Brooks. We have some later testimony that will point out what 
the other available sourees—— 

Mr. Reuss. But the GSA did not test these major premises as to 
whether the whole thing was necessary or not ? 
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Mr. Cuaram. Later on, as we discuss, there was a proposal from In- 
ternational Nickel, and I am sure from the discussion of the INCO 
proposal that was brought out—the expanded capacity they were 
going to bring in and how much nickel would come from the new 
expansion 

Mr. Reuss. In Canada? 

Mr. Cuaram. In Canada. We mention that. 

Mr. Reuss. Was that enough to meet the continental North Amer. 
ica production goal ? 

Mr. Cuaram. I don’t know if that is enough. 

Mr. Henta. INCO’s estimated production by 1961, production ¢a- 
pacity, will be about 385 million pounds. 

However, INCO does not sell all of its nickel to the United States, 
Historically, the United States gets about two-thirds of the nickel 
produced in the world. So the INCO announced expansion in 1956, 
December of 1956, I believe it was, was for an additional 100 million 
pounds over their prior 285 million pounds, approximately, capacity, 

Mr. Reuss. Well, would that have been sufficient to meet the pro- 
duction goals of the ODM as opposed—— 

Mr. Henic. Apparently it was not considered sufficient, sir. 

Mr. Reuss. And did the GSA test that conclusion, or did you 
accept ODM’s judgment ? 

Mr. Henic. We accepted their judgment. 

Mr. Reuss. I am not saying there is anything wrong with it. 

Mr. Hente. No, sir. 

Mr. Revss. I just wanted to know whether you did it. 

Mr. Hentc. We accepted ODM’s and GSA’s judgment as to the 
adequacy of the 440 million pound a year goal. 

We did not question the premises that it was established on. 

Mr. Reuss. That is just the question. 

I thank you. 

Mr. Brooxs. Continue, Mr. Charam. 

Mr. Craram. This letter—well, I will go back. 

The analysis was forwarded by the Administrator of General Serv: 
ices to the Director, ODM, by letter of February 7, 1957. 

This letter stated that the analysis prepared by GSA— 





* * * casts doubt upon the advisability of accepting the proposal. It is largely 
based upon economic considerations. It does not attempt to determine, nor 
ean I determine, whether the desirability of obtaining an additional source of 
Cuban nickel outweighs those economic considerations. 


The Administrator further stated that: 


It is for those reasons that I solicit your advice as to whether overall policy 
considerations would warrant the acceptance of the Freeport proposal in its 
present form. 

We were advised that no written reply was received from the Diree- 
tor, ODM, but that it was with the oral concurrence of ODM that the 
letter agreement of March 8, 1957, was subsequently negotiated. 

Other proposals received : 

In response to the issuance by ODM of the public announcement 
on May 17, 1956, proclaiming the revised expansion goal for nickel 
aimed at increasing the annual supply available to the United States, 
proposals were received by GSA from the Bethlehem Steel Co. and 
the International Nickel Co. of Canada, Ltd., in addition to the Free- 


port 
1957. 


A 
plant 
lion | 
posal 
owne 

Ur 
been 
facili 
50 pe 
date 

On 
teria 
sis 
secul 
a yea 


Ot 


- ment 


able 
the ( 
price 
this 
woul 
cons’ 
TI 
calle 
Ban 
TI 
the s 
Wh 
nicke 
benef 
and s 


TI 
by F 
pure 
(sove 
any 

TI 
reco 
reco) 
lehe 
with 
to p 

Or 


evalt 


n- 
\ 
4 


re 
DW 


br- 


es, 
kel 
56, 
ion 
ty. 
ro- 


Ou 


the 


gely 
nor 
e of 


ylicy 
1 its 


rec- 
the 


NICKEL-COBALT CONTRACT OBLIGATIONS 39 


port proposals which culminated in the letter agreement of March 8, 
1957. 
BETHLEHEM PROPOSAL 


A proposal by the Bethlehem Steel Co. in August 1956 to build 
plant facilities in Cuba capable of providing between 30 and 70 mil- 
lion pounds of nickel annually was not accepted by GSA. The pro- 
posal was contingent upon an Export-Import Bank loan to a wholly 
owned Cuban subsidiary. 

Under the Bethlehem proposal, the Government would not have 
been obligated to purchase any of the nickel or cobalt produced in the 
facilities and would have had the right to call upon the company for 
50 percent of its output at 90 percent of the market price until the 
date of repayment of its loan. 

On September 4, 1956, the engineering staff of the Defense Ma- 
terials Service of GSA analyzed the Bethlehem proposal. The analy- 
sis cited as an advantage the fact that the Bethlehem plan would 
secure additional nickel productive capacity of up to 70 million pounds 
a year. 

‘Other advantages cited were (1) that it did not commit the Govern- 


- ment to purchase any nickel at all but still made the supply avail- 


able either to industry or to the Government (2) that it would save 
the Government 6.45 cents a pound on the then prevailing market 
price of nickel if it decided to purchase (at the current market price 
this saving would amount to 7.4 cents a pound), and (3) that it 
would not require the purchase of any cobalt which the GSA staff 
considered was not needed by the Government. 

This analysis cited as a disadvantage the fact that the proposal 
called for Government financing by means of an Export-Import 
Bank loan. 

The engineering staff concluded its analysis of the proposal with 
the statement that— 

While it represents a departure from the policies expressed in the recent 
nickel expansion program we believe the proposal is far more economical and 
beneficial in the long run that any heretofore proposed by any nickel company 
and should be the pattern for a final contract for nickel. 

The policy departure mentioned had reference to the loan requested 
by Bethlehem. ODM had only authorized rapid tax amortization, 
purchase contracts, and premium prices as incentives to achieve the 
Government’s revised nickel expansion goal and had not authorized 
any loans. 

The Commissioner, Defense Materials Service, concurred in this 
recommendation and in a memorandum dated September 6, 1956, 
recommended to the Administrator of General Services that the Beth- 
lehem proposal be brought to the attention of the Director, ODM, 
with the suggestion that he be urged to revise the expansion directive 
to permit negotiation under the terms outlined in the proposal. 

On September 20, 1956, the Bethlehem proposal, together with the 
evaluation thereof by the staff of the Defense Materials Service of 
GSA, was forwarded to the Director, Office of Defense Mobilization, 
by the Administrator of General Services. 

The Administrator pointed out that, while the proposal diverged 
from the incentive terms of the revised expansion program, he be- 
lieved that it represented a plan which should be considered. 
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In October 1956, after considering the Bethlehem proposal, ODM 
contacted the Export-Import Bank in regard to the financial details 
of the proposal and the propriety of amending the outstanding ODM 
policy statement with respect to the nickel expansion program. 

GSA records disclosed that informal conversation between ODM 
officials and officials of the Export-Import Bank indicated that the 
type of expansion proposed by Bethlehem fell within the category of 
projects generally acceptable for financing by the Bank. 

Further consideration was given to the proposal of Bethlehem by 
ODM after receipt of the Freeport proposal of October 17, 1956. Al. 
though the Export-Import Bank had indicated that the loan was of 
the type it usually made, ODM decided that its policy should not be 
amended to permit the granting of loans. The decision of ODM was 
in accord with the consensus of the Defense Mobilization Board. In 
a press release dated November 8, 1956, the Office of Defense Mobiliza- 
tion ruled out direct Government loans as an incentive to industry 
for increasing U.S. nickel supplies. : 

Mr. Reuss. At that point, Mr. Chairman. 

Mr. Brooxs. Mr. Reuss. 

Mr. Reuss. Now, this seems to be an appropriate point for me to 
ask you a number of questions. Since we are trying to determine 
whether the Freeport Sulphur arrangement was economical and ef- 
ficient from the standpoint of the U.S. Government, we have to know 
whether there were other arrangements proposed which, for reasons 
good or bad, turned out to be more economical and efficient. 

It was the press release of November 8, 1956, and acts leading up 
to it, which in effect threw out the Bethlehem proposal in favor of the 
Freeport Sulphur proposal; was it not? 

Mr. Cuaram. Well, I wouldn’t say the announcement did that, but 
I guess Mr. Floete testified that after that took place he was more or 
less limited to dealing with Freeport. 

Mr. Reuss. Now, I would like to go back further than your pre- 
pared statement today and refer you to page 40 of the official docu- 
ment filed with us August 5, 1957, by the Comptroller General. 

On the bottom of page 40 there is set forth what I judge to be were 
the two reasons given by the ODM for turning down Bethlehem. 

I will read what your GAO report says. 

The decision of ODM was in accord with the consensus of the Defense Mobili- 
zation Board, some of the members of which cited the precedent-setting charac- 
ter of the Bethlehem proposal, which could have an adverse effect on the overall 
Government effort to stem inflationary trends. Moreover, since it appeared that 
substantial progress toward achieving the Government’s nickel expansion ob- 
jective might result without resort to the use of Government loans, ODM con- 
sidered that a legitimate case could be made against such loans being employed 
in competition with private funds. 

That. is an accurate reading of what your GAO report had to say? 

Mr. Cuaram. Those are the reasons. 

Mr. Reuss. As to the reasons. 

Mr. Cuaram. That the ODM Director indicated for this action. 

Mr. Reuss. Now, I would like to take up each one of these two rea 
sons in turn and ask you whether you think it is valid. 

The first reason seems to be that there was something inflationary 
about the Export-Import Bank lending the capital costs of this plant 
to Bethlehem, whereas apparently there is nothing inflationary about 
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banks and a bond issue lending a roughly similar amount to the 
Freeport Sulphur Co. 

What do you think of that kind of reasoning ? 

Mr. Cuaram. Lagree. 1 don’t quite see the merit to that reasoning, 
myself. In fact, usually the inflationary aspects come in from the 
demand on the materials and labor. 

Mr. Reuss. Bricks and mortar are about the same in either case? 

Mr. Cuaram. Yes. That is the reason cited—that is what the 
record shows some of the members cited as one of the reasons. 

Mr. Reuss. However, your testimony right now is that in your 
opinion that is unsound reasoning 

Mr. Cuaram. Well, offhand—— 

Mr. Reuss. And does not seem to be justified ? 

Mr. Cuaram. It would seem to me both could have the same in- 
flationary tendency. 

Mr. Watiuauser. Would the gentleman yield for a question ? 

Mr. Reuss. Surely. 

Mr. Brooxs. Mr. Wallhauser. 

Mr. WatiuAuser. However, don’t you say in this same quotation 
that it is a precedent-setting character of the Bethlehem—— 

Mr. Cuaram. That is what they say. 

Mr. Watiuauser. Might that not be the governing reason why 
this was turned down? 

Mr. Cuaram. Well, if you mean the loan; that is, request for loan 
in the Bethlehem proposal, that is not a precedent-setting character. 
In other words, there have been direct loans by the Government for 
similar projects. 

Mr. Watiuauser. For the whole proposal, it was precedent-setting ? 

Mr. Cuaram. Frankly, 1 don’t know what they mean by the prece- 
dent-setting character. 

This is the language that was in the record. 

Mr. Hence. It could be considered. 

Mr. Cuaram. Maybe they can explain it. 

Mr. Watiuauser. Yes. I think when we are reading accurately 
we should read—— 

Mr. Cuaram. This is just what was on the record as the reason. 

Mr. Reuss. Let me ask this question, still on point 1. The Export- 
Import Bank is in the business of making loans, is it not? That is 
what it is for? 

Mr. Cuaram. Yes, sir. 

Mr. Reuss. So its making a loan would not set any precedent. 

Mr. Henic. Pardon me, sir. We have a very similar case with 
a manganese mine down in Brazil, where the Export-Import Bank 
did finance a large part of the expansion of that mine under the De- 
fense Production Act. 

Mr. Watiiavser. Mr. Chairman. 

Mr. Brooks. Mr. Wallhauser. 

Mr. Watiiauser. I am merely making the point that this was 
probably—or could have been a policy of ODM. 

Mr. Reuss. But we are concerned—— 

Mr. Watinauser. The precedent would be broken and perhaps it 
would be wise to wait until ODM explains. 

Mr. Cuaram. They might be able to explain it. 
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Mr. Reuss. I did want to establish, Mr. Wallhauser, from this 
witness, who is a representative of the General Accounting Office, 
that so far as he can see, the stated reason, No. 1, by the ODM, does 
not seem sound to him—which is his testimony. Of course, the 
ODM should and will have a chance to explain that. 

Mr. WaLLHAvsER. Yes. 

Mr. Reuss. The second ODM reason, as given on page 40 of your 
report, says: 

Since it appeared that substantial progress toward achieving the Govern- 
ment’s nickel-expansion objective might result without resort to the use of 
Government loans, ODM considered that a legitimate case could be made 
against such loans being employed in competition with private funds. 

It is true, is it not, that it looked as if the Government’s nickel- 
expansion objective might be obtained without resort to the use of 
Government loans if the Freeport Sulphur proposition were accepted, 
that it would also carry with it the Government exposure on the 
order of $248 million ¢ 

Mr. Cuaram. That is right. 

Mr. Reuss. So in terms of Government exposure, there was no 
proposition that offered more nickel without exposing the Govern- 
ment one way or another by loans, purchase agreements, or what- 
ever, was there? 

Mr. Cuaram. No; not as between those two. 

Mr. Brooks. To that point, Mr. Reuss, I would like to cite the re- 
port of the Attorney General to Congress, pursuant to section 708(e) 
of the Defense Production Act of 1950, as amended May 9, 1957— 
page 21 of that report had an interesting footnote on the accelerated 
tax amortization. ‘Their statement was this—to point out that under 
all of these arrangements the Government was going to be involved: 

As discussed in my February 9, 1956, report under the Defense Production 
Act, determination of the exact amount of subsidization concerned in these 
grants is impossible. Each grant represents a benefit to the recipient which 
varies in relation to the recipient’s tax status and the changes in tax laws. 
In general, however, the privilege of accelerated tax amortization amounts to 
an interest-free loan of an amount equal to the tax liability which is deferred 
until later years, and therefore must be treated as a subsidy to that amount. 

Now, that points out that there was some tax subsidy involved 
in the Freeport proposal, too. 

Now, Mr. Charam, does that meet with your analysis of this 
situation ? 

Mr. Cuaram. Well, there was a rapid-tax-amortization feature in 
the Freeport proposal; yes, sir. 

Mr. Brooxs. And this is what the Attor ney General has said, Mr. 
Reuss, about all of these tax-amortization problems. 

Mr. Reuss. I don’t think there is anything necessarily wrong with 
the rapid tax amortization. They were given in a great number of 
cases. But what I was testing here was whether the st: ited reasons of 
ODM for rejecting Bethlehem and clutching Freeport to its bosom 
were valid, and your testimony is that they aren’t valid. 

Mr. Reuss. Is that correct, Mr. Charam ? 

Mr. Cuaram. This first one—— 

Mr. Reuss. You reject these as insufficient—both of these justifi- 
cations ? 
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Mr. Cuaram. No; we haven’t actually given any serious thought to 
the second reason. I am not prepared to say on the second one 
whether there are any advantages in using private funds as against 
Government loans. 

Mr. Reuss. But what about the major premise upon which that 
conclusion by ODM seems to be based; ns ay that it appeared that 
substantial progress toward achieving the Government’s nickel-ex- 
pansion objective might result without resort to the use of Govern- 
ment loans ‘ Isn’t it a fact that while Government loans weren’t in- 
volved in the other proposals, Government purchase agreements, 
which might have a very similar economic impact, were involved 

Mr. Cuaram. I agree with that: yes, sir. 

Mr. Reuss. Is it your opinion that that second reason of ODM for 
epeoting Bethlehem is likewise unjustified ¢ ¢ 

Mr. Cuaram. Well, it could be that it doesn’t address itself to the 
whole story. In other words, they are only talking about the desira- 
bility of Government loans versus private funds, and probably— -or 
maybe hadn’t considered these things that you bring in, that in other 
eases while you don’t have a Government loan, you do have a Govern- 
ment risk. 

Mr. Reuss. One final question. What is the source of your state- 
ment on page 40 of the re port, of the ODM’s two reasons ? 

Mr. Cuaram. I might say, incidentally, this isn’t the ODM. This 
is Defense Mobilization Board that we are t: alking about. 

Mr. Reuss. But the footnote said it is in the organization. 

Mr. CuAram. It is in ODM, but it is a separate office. 

Mr. Reuss. Yes. What is the source of your description on page 
40 of the two reasons for the ODM decision ? 

Mr. Henic. The minutes of the meetings of the Defense Mobiliza- 
tion Board themselves. 

Mr. Cuaram. The minutes of the meetings of the Defense Mobili- 
zation Board. 

Mr. Henic. They were never spelled out any more specifically than 
this. 

Mr. Reuss. Thank you, Mr. Chairman. 

Mr. Brooxs. Thank you, Mr. Reuss. 

Do you want to continue—oh, did you want a question, or you 
want to let him continue ? 

Mrs. Weis. Yes, Mr. Chairman, if I might. 

Was there any fast-amortization factor involved in the Bethlehem 
contract, and if not, why not? 

Mr. Cuaram. No. You see, there wasn’t, because you had a Cuban 
corporation involved, that was not subject to U nited States income 
taxes. So it wouldn’t be applicable. 

Mrs. Weis. They wouldn’t be paying any United States income 
taxes if they were a wholly owned Cuban subsidiary ? 

Mr. Craram. The Cub: in corporation wouldn’t. But to the extent 
Bethlehem received the income, naturally it would be subject to 
U.S. income taxes. 

Mr. Brooxs. Would you continue, Mr. Charam ? 

Mr. Cuaram. Where was I? 

Mr. Brooks. Page 13; the last two words. 
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Mr. Cuaram. Shortly thereafter Bethlehem, in effect, withdrew its 
proposal under the revised expansion goal. The following tabula- 


tion 





Mr. Reuss. Mr. Chairman, this is in the nature—— 


Mr. Brooxs. Mr. Reuss. 


Mr. Reuss. Which is in the record. I am wondering—— 


Mr. Brooks. Yes. 


Mr. Reuss. Unless one of the other members wants it read, it seems 
to me it is before us and we could spare the witness’ voice. 


Mr. Brooxs. Would you like to include it in the record and jy 


make some comments on it ? 
(The table referred to is as follows:) 


xt 
™ 


The following tabulation sets forth the provisions of the Bethlehem proposal 
under the revised expansion goal and the Freeport contract No. DMP-134 for 


comparative purposes : 


Bethlehem proposal 


Production capacity ----- 


30,000,000 to 70,000,000 Ib. a year__- 
Ore reserves. -_--.-------- 


Sufficient for 70,000,000 lb. annual 


production for several hundred | 


years. 
Construction time._.....| 2% years 
Financing plans- ---- Export-Import Bank loan of from 
$75,000,000 to $137,500,000 secured 
by pledcee of capital stock of the 
Cuban subsidiary. 


Rapid tax amortization | None—contracter is Cuban corpora- 
for U.S. income tax. ; tion not subject to U.S. income | 


taxes, 
Contractors’ right to | None 
tender metals. 


Government’s right to | 50 percent of nickel production at 10 
purchase nickel. percent below market price, but not 


i 


Freeport contract 


| 

| 50,000,000 Ib. a year. 

Sufficient for 50,000,000 lb. production 

for about 20 vears. ¢ 

21 years. 

| $80,000,000 private bank loan; $30. 
000,000 bond issue; plus contributed 

| working capital up to $10,000,000 


80 percent of cost of facilities estimated 
at $95,000,000 


--| Maximum of 271,000,000 Ib. of nickel at 


$0.74 a pound, and maximum of 23.- 
835,000 lb. of cobalt at $2 a pound 

30 percent of nickel production’ at*mar- 
ket price but not less than $0.74 4 





| 
| Jess than costs of mining, processing, pound. 
and transportation. | 


Mr. Cuaram. Well, the main distinction—— 

Mr. Brooks. It does pinpoint that difference ? 

Mr. Cuaram. Yes. One of the main distinctions between the Beth- 
lehem proposal and the Freeport contract would be in the financing 
plans. Bethlehem’s proposal required a loan from the Export-Import 
Bank of from $75 to $13714 million, secured by a pledge of capital 
stock of the Cuban subsidiary, whereas under the Freeport contract— 
the financing plans called for an $80 million private bank loan and 
$30 million bond issue, plus contributed working capital up to $10 
million. 

Rapid tax amortization: There would be none under the Bethlehem 
proposal because the contractor was a Cuban corporation and not sub- 
ject to U.S. income taxes. 

Under the Freeport contract, the company would receive tax- 
amortization benefit of 80 percent of the cost of the facilities, which 
were estimated at $95 million. 

Another one of the main distinctions would be that under the Beth- 
lehem proposal the contractor would have no right whatsoever to 
tender metals to the Government, whereas in the Freeport contract 
the contractor could require the Government to accept and pay for a 
maximum of 271 million pounds of nickel at 74 cents a pound, and a 


om 


maximum of 23,835,000 pounds of cobalt at $2 a pound. 
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I thought those are the main—— 

Mr. Brooks. Now, on the ore reserves. 

Mr. (HArAM. Now the ore reserves: The Bethlehem ore reserves are 
considered sufficient for a 70-million-pound annual production for 
several hundred years. The Freeport reserves are considered suffi- 
ejent. for 50- million- pound annual production for about 20 years. 

Mr. Brooks. All right. 

Mr. Cuaram. Inco “proposal : In November 1956 the International 
Nickel Co. of Canada, Ltd. (Inco), submitted a proposal to GSA to 
expand its nickel-producing facilities. The proposal would have 
given Inco the right to sell to the Government up to 200 million 
pounds of nickel] out of its new production at the Inco prevailing price 
at time of delivery subject to downward revision under certain cir- 
cumstances. The proposal would have permitted the Government, at 
its option, to purchase a similar quantity of nickel at Inco’s prevailing 
market price. Decision on this proposal was deferred by GSA pend- 
ing the outcome of negotiations with Freeport. Subsequent to the 
execution of the Freeport contract, Inco submitted a modified proposal 
which was not acceptable to the Government. 

Now, our final comment pertains to the inadequate documentation 
of contract negotiations. 

The General Services Administration did not prepare and maintain 
an adequately documented record in support of the negotiations of the 
letter agreement of March 8, 1957, and such pertinent ae as were 
available were not centralized in an official contract file available for 
our review. Consequently, the step-by-step actions coleits and the 
basis of the award by the contracting officer, were neither readily nor 
fully determinable. Minutes or résumés of meetings and conferences 
between GSA officials and Freeport involving negotiations leading to 
the execution of the letter agreement were not always prepared as part 
of the official record. 

In our report we stated that since GSA had the responsibility under 
the law to regulate procurement policies and methods of executive 
agencies gener: “ally, the failure on its part to prepare and maintain ade- 
quately documented records in support of the contract negotiations in 
this case took on added significance. 

We also stated that there was a need for effective measures on the 
part of the Administrator of General Services to require the mainte- 
nance of adequately documented records in support of all aspects of 
contract negotiations, including discussions between Government and 
contractor personnel, and the retention of such records in a manner 
conducive to review. We considered such action necessary in order to 
enable agency management and others to make independent reviews 
as deemed nec essary, of procurement actions taken by Gover nment 
officials. 

Mr. Chairman, this concludes our résumé of the material in our re- 
port on the review of GSA contract No. DMP 134, with the Freeport 
Sulphur Co., and its wholly owned subsidiary, the Cuban American 
Nickel Co. We are available to answer any questions you may have 
on the report. 

Mr. Brooxs. Members of the committee, I would like to submit this 
contract just prior to Mr. Charam’s testimony, that we asked him 
about. That is what the report ison. I want a copy of the contract 
in the record. 
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(The contract referred to is as follows :) 


Contract No. DMP-134 BETWEEN UNITED STATES OF AMERICA AND CUBAN 
AMERICAN NICKEL Co. 


This contract entered into between the United States of America, hereinafter 
referred to as “the Government,” acting by and through the General Services 
Administration, pursuant to the authority contained in the Defense Production 
Act of 1950, as amended, and Executive Order 10480, as amended, and Cuban 
American Nickel Co., a corporation organized and existing under the laws of the 
State of Delaware, hereinafter referred to as “the contractor.” 


WITNESSETH 


In consideration of the premises and of the mutual promises herein contained, 
the parties hereto agree as follows: 


ARTICLE I. FACILITIES 


The contractor, at no cost or expense to the Government, shall promptly con- 
struct or cause to be constructed, and shall operate or cause to be operated, a 
refinery and related facilities in Plaquemines Parish, State of Louisiana, and 
facilities in Cuba, all hereinafter referred to as the “facilities,” designed to pro- 
duce annually 50 million pounds of nickel metal and approximately 4.4 million 
pounds of cobalt metal from ores derived from properties at or near Moa Bay, 
Cuba, owned or controlled by the contractor or by one or more subsidiaries of 
Freeport Sulphur Co. 

ARTICLE II. PRODUCTION 


Production at the facilities shall be deemed to commence with the production 
of the first salable nickel metal, and the contractor shall notify the Government 
in writing within 30 days after such event occurs. 


ARTICLE IIT. PURCHASES BY THE GOVERNMENT 


(a) Following commencement of production at the facilities the Government 
may require the contractor to sell to the Government, from time to time, but 
not beyond June 30, 1965, not in excess of 30 percent of the nickel metal esti- 
mated to be produced at the contractor’s facilities during each half year ending 
June 30 and December 31, respectively. For the purposes of this paragraph (a) 
of article III, the contractor shall give the Government notice in writing of the 
estimated production of nickel metal for each half year 4 months in advance of 
the commencement of production for each such half year, and within 2 months 
following receipt of such notice the Government shall notify the contractor of 
the amount of nickel metal the Government will require during such half year. 

(b) The contractor may, from time to time, tender to the Government such 
quantities of the first 271 million pounds of salable nickel metal produced at the 

acilities as shall not have been required to be sold to the Government under the 
provisions of paragraph (q) of this article III, and such quantities of the cobalt 
metal produced as a result of the production of said 271 million pounds of salable 
nickel metal, but not more than 23,835,000 pounds of cobalt metal, and the Govern- 
ment shall purchase, subject to the terms and conditions contained herein, such 
quantities so tendered. 

(ec) The total amount of nickel metal delivered to the Government under para- 
graphs (a) and (b) of this article III shall not exceed 55 million pounds in any 

alendar year, except that such amount shall not exceed 27,500,000 pounds in 
the calendar year 1965. 
ARTICLE IV. PRICE 


(a) For each pound of nickel metal delivered to the Government pursuant to 
the provisions of paragraph (a)of article III hereof and accepted by it, the Gov- 
ernment shall pay to the contractor, f.o.b. common carrier’s conveyance, con- 
tractor’s refinery, a price equal to the market price (U.S. currency) per pound 
for electrolytic nickel cathodes, carload lots, U.S. duty included, f.o.b. common 
carrier’s conveyance, Port Colborne, Ontario, Canada, in effect on the date of 
delivery, as stated in the principal quotation in the E & M J Metal and Mineral 
Markets (which, in the issue of June 20, 1957, is $0.74 per pound), or if such 
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publication should cease to be published, as quoted in the American Metal Market 
under the caption “Contract Prices—In Carload Lots at Refinery, Port Colborne, 
Ontario * * * Electrolytic Cathodes,” or $0.74), whichever is higher. The fore- 
going method of determining such market price assumes that said Port Colborne 
will continue to be the principal shipping point for such electrolytic nickel cath- 
odes to the United States. In the event that said Port Colborne should cease to 
pe the principal shipping point for such electrolytic nickel cathodes to the United 
States, then “market price” on the date of delivery shall be the price quoted on 
such date for such electrolytic nickel cathodes, carload lots, U.S. duty included, 
f.o.b. common carrier’s conveyance, the shipping point recognized by the appli- 
cable publication to be the principal shipping point for such electrolytic nickel 
cathodes. 

(b) For each pound of nickel metal delivered to the Government pursuant to 
the provisions of paragraph (0b) of article III hereof and accepted by it, the 
Government shall pay to the contractor, f.o.b. common carrier’s conveyance, 
contractor’s refinery, $0.74. 

(ec) For each pound of cobalt metal delivered to the Government pursuant to 
paragraph (0b) of article III hereof and accepted by it, the Government shall pay 
to the contractor, f.o.b. common carrier’s conveyance, contractor’s refinery, $2. 


ARTICLE V. ORIGIN OF METALS 


All metals delivered hereunder shall be derived exclusively from Cuban lateritic 
ores mined from properties in the Moa Bay region of Cuba which were owned 
or controlled as of March 8, 1957, by the contractor or by one or more subsidi- 
aries of Freeport Sulphur Co. 


ARTICLE VI. SPECIFICATIONS 


Nickel metal and cobalt metal sold to the Government pursuant to article III 
hereof shall meet the following requirements : 
(a) The nickel metal shall be in the form of briquets, and shall conform to the 
following chemical requirements : 
Percentage 
by weight 
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(b) Nickel briquets may be of any size and shape usual with the contractor, 
but none shall pass a Tyler standard sieve mesh No. 6 (U.S. standard sieve 
No. 6). All briquets in a lot shall be of the same nominal size and shape, and 
shall have a clean surface, free from dirt, slag, or other foreign materials. 

(c) The cobalt metal shall conform to the following chemical requirements: 


Percentage 
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(d) The cobalt metal shall be supplied, at the contractor’s option, in rondelles, 
briquets or in small lump or granular form, provided, however, that the cobalt 
metal in each lot shall be of the same approximate size, and shall pass a 2-inch 
screen, and none shall pass a Tyler standard sieve mesh No. 6 (U.S. standard 
sieve No. 6). 

(¢) The contractor shall package the nickel metal and cobalt metal in 18-gage 
new steel drums, hot-dip galvanized after fabrication, of 30-gallon capacity in 
lieu of present stockpile specifications relating to packaging. Each drum shall 
be completely filled. The Government shall pay to the contractor $4.58 for 
each such drum used in packaging nickel metal, and $2.89 for each such drum 
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used in packaging cobalt metal. The drums shall meet the following 
specifications : 


1. Capacity 
The minimum capacity shall be not less than the rated capacity plus 4 percent, 
2. Material 


The body, cover, and bottom shall all be of the same gage steel. The sheets 
of steel shall be of the required U.S. manufacturers’ standard (revised) gage: 
low-carbon, open-hearth, commercial quality used for production of steel drums. 
Individual sheets shall be subject to the “Manufacturers’ Standards” of the 
American Iron & Steel Institute covering variations and tolerances. The closing 
ring shall be made from 12-gage U.S. manufacturers’ standard steel equipped 
with lugs so that it can be tightly closed with a locking bolt. The locking bolt 
shall be hex head with screwdriver slot and shall be threaded within 1 inch of 
the head. It shall have a nominal diameter of three-eighths of an inch and 
be about 5 inches long. 


3. Construction 


The bottom head shall be double seamed. Top of the body shall have a rolled 
false wire in accordance with the universal specification referred to in para- 
graph 8 of this article VI. 


4. Rolling hoops 


There shall be two pressed or rolled hoops equidistant from ends not less than 
twenty-seven sixty-fourths of an inch high. 


5. Gaskets 


The drum cover shall be provided with a solid synthetic rubber gasket in 
order that the finished drum may be closed airtight in accordance with the 
specification referred to in paragraph 8 of this article VI. 


6. Galwanizing procedure 


The completed drum, with bottom attached but without cover and ring, shall 
be properly prepared for receiving a zinc coating and shall be hot-dip galvanized 
as a unit by good approved commercial practice so that all the area inside and 
outside is completely and smoothly covered with zine of not less than 2.75 ounces 
per square foot of sheet metal (1.375 ounce per side). There shall be no 
uncoated edges or spots. The finished coating must be smooth, free of dross, 
dirt, flux, or other foreign material, and must be firmly adherent. The cover 
and ring shall be hot dipped separately. No forming or further fabrication 
shall be done on any part of the drum after the zine coating has been applied. 
The bolt and nuts may be zine or cadmium coated by any commercial process. 


7. Flanges and bungs 


For convenience in hot-dip galvanizing, an opening is permitted either in the 
body or in the bottom ; provided that the opening is properly closed by means of 
appropriate flange and bung. The flange must be hot-dip galvanized. The bung 
may consist either of a galvanized plug with pipe thread or of a zine or aluminum 
die-cast plug equipped with synthetic rubber or fiber gasket. 


8. Other requirements 
In addition, the drum shall meet the general appearance and requirement of 


the full removable head universal drum published by the Steel Shipping Container 
Institute, Inc., as of October 1, 1954, or later. 
9. Tests 

The finished drum, either with or without cover, shall be tested for tightness 
by internal air pressure in accordance with commercial practice. 

(f) At the Government’s option, the contractor shall package the nickel metal 
and cobalt metal in any other type of container which the Government may 
specify. The difference in cost of such containers, if any, as compared to the 
cost of the drums provided for in paragraph (e) of this article VI shall be 
added to or subtracted from, as the case may be, the amount specified in such 
paragraph. 

(7) To each drum there shall be attached an aluminum alloy tag, size 3 by 
5 inches, embossed with *4¢-inch characters disclosing the name of the product, 
its form, the Government contract number, gross and net weight, lot number, 
and the name of the contractor. In addition, there shall be attached inside each 
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drum a tag identical in size and composition embossed with %g-inch characters 
disclosing the name of the product, its form, the Government contract number, 
and the name of the contractor. 

(h) All drums comprising a lot shall be of the same nominal size and shape. 


ARTICLE VII. WEIGHING, INSPECTION, SAMPLING, AND ANALYZING 


(a) Each lot of metal to be delivered hereunder shall, prior to delivery, be 
weighed and sampled by and at the expense of the contractor, in a manner and 
under methods satisfactory to the Government. ‘The Government may have 
a representative present at the time of such weighing and sampling. The con- 
tractor’s weight certificate shall govern as to the weight of the lot, subject, 
however, to the right of the Government, at any time and at its expense, to have 
any and all lots weighed by a licensed weigher, whose result shall be final and 
binding on the parties hereto. 

(b) The sampling shall be representative of the lot and shall be divided into 
three nearly equal parts, one for the Government, one for the contractor, and one 
to be sealed and held for umpire purposes. The contractor’s sample shall be ana- 
lyzed at the contractor's expense, and a certificate of its analysis furnished to the 
Government prior to delivery of the lot. The contractor’s certificate of analysis 
shall govern unless the Government analyzes its sample. If the Government does 
analyze its sample and if its analysis indicates that, notwithstanding the con- 
tractor’s analysis, the lot should be rejected, the umpire sample shall be 
analyzed by an umpire satisfactory to both the Government and the contractor. 
The results of the umpire analysis shall be final and binding on both parties 
hereto. The cost of the umpire analysis shall be borne by the losing party. 

(c) The Government may reject within 60 days after delivery all lots tendered 
or delivered hereunder which do not conform to the requirements set forth in 
this contract, and the Government shall be reimbursed by the contractor for all 
direct costs incurred by the Government in connection with the rejected lot, 
including, but not limited to, the cost of weighing, inspection, sampling, anaylsis, 
transportation, handling, and disposition of the rejected lot. Rejected lots 
located at the Government’s point of destination shall be removed by the «on- 
tractor at contractor’s expense within 90 days following receipt of notice of 
rejection by the Government. 

(d) The failure of any metal delivered under this contract to meet the re- 
quirements set forth herein shall not be cause for rejection of any subsequent 
deliveries hereunder which meet such reuqirements. At the Government’s option, 
nickel metal delivered pursuant to paragraph (a) of article III hereof shall be 
replaced by the contractor within 90 days of receipt by the contractor of notice 
of rejection. Notice for replacement of rejected nickel metal shall be given to 
the contractor by the Government within 60 days following notice of rejection. 


ARTICLE VIII. DELIVERY AND STORAGE 


(a) The contractor shall notify the Government at least 15 days in advance 
of the anticipated date of delivery to the Government, of each lot of metal. 
Such notice shall be given by making application for shipping instructions on 
forms supplied by the Government. Tenders and deliveries of each metal to 
the Government hereunder shall be made in quantities of not less than 100,000 
pounds. Metal shall be shipped to the Government only in accordance with ship- 
ping instructions furnished to the contractor by the Government. 

(b) Deliveries of metal hereunder shall be f.o.b. common carrier’s conveyance, 
contractor’s refinery, and title shall pass to the Government upon issuance of 
receipted bill of lading. In the event the Government shall fail to supply ship- 
ping instructions to the contractor within 15 days after receipt by the Govern- 
ment of the contractor’s application for such shipping instructions, or if the 
Government so requests, the contractor shall cause such metal to be adequately 
stored at its refinery pending delivery f.o.b. common carrier’s conveyance, and 
shall cause a storage certificate, in form satisfactory to the Government, to be 
issued therefor. Title to such metal shall thereupon pass to the Government, 
and such metal shall be considered as delivered to the Government for the pur- 
poses of this contract. Reasonable charges for storage at the contractor’s re- 
finery after the first 60 days shall be for the Government’s account. Notwith- 
standing the foregoing, if after the first 30 days adequate storage facilities are 
not available at the contractor’s refinery such metal shall be stored elsewhere 
m accordance with sound commercial practice. Except for initial loading 
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charges, cost of delivering the metal to such off-the-premise storage facilities 
and storage charges shall be for the Government’s account. 


ARTICLE IX. TERMINATION 


(a) The obligation of the Government to accept nickel metal and cobalt meta] 
hereunder shall terminate upon the occurrence of any of the following events, 
whichever shall first occur: 

(1) Thirty days after production by the Contractor of 271 million pounds of 
salable nickel metal at the faciliites ; 

(2) June 30, 1965; 

(3) When the cash return realized by the contractor and its corporate affiji- 
ates from the operation of the facilities reaches $98,129,000. The term “cash 
return” means the sum of (1) net profits after taking into account all proper 
expenses and taxes (but before dividends and distributions of income or capita] 
or amortization of debt and without charge in the form of royalties or otherwise 
for the ore or for exploration and Gevelopment of ores not required for the 
production of 271 million pounds of nickel metal) and (2) charges against oper- 
ating income not entailing the outlay of cash, such as depreciation, accelerated 
or development amortization, and depletion and other valuation reserves. The 
termination of the Government's obligations on the basis of the realization of 
such cash return assumes that the total of capital costs (as listed in schedule 
I annexed hereto) will equal or exceed $106,840,000. In the event such total 
of capital costs accrued as of June 30, 1960, or as of the close of the 12th 
calendar month after the first month in which there shall have been produced 
1 million pounds of salable nickel metal, whichever date is the earlier, amounts 
to less than $106,840,000, such a termination of the Government’s obligations 
shall occur when such cash return reaches an amount equal to $98,129,000 less 
75 percent of the difference between $106,840,000 and the actual total of capital 
costs accrued as of such earlier date. The determination of “cash return” and 
“total of capital costs” shall be in accordance with sound accounting principles 
and practices and shall be made by independent certified public accountants, 
and under an audit program, approved by the Government. 

(b) The obligation of the contractor to sell nickel metal hereunder shall 
terminate on June 30, 1965. 

ARTICLE X. PAYMENT 


Payment for each lot of metal delivered to and accepted by the Government 
hereunder shall be made promptly by the Government upon presentation by 
the contractor of an invoice satisfactory to the Government, accompanied by 
such other documents as may reasonably be required by the Government. 


ARTICLE XI. REPORTS, BOOKS, AND RECORDS 


(a) The contractor shall furnish the Government quarterly with copies of 
its current financial statements, and such other reports as the Government may 
reasonably require concerning: 

1. The progress and, cost of the construction of the facilities ; 

2. The production and disposition of nickel and cobalt metal hereunder; 
and 

3. The actual operating costs of the facilities. 

(b) These reports shall be at least in such detail as is necessary to indicate 
the accumulation of the contractor’s cash return as defined in article IX hereof. 
Reports as of the close of the contractor’s fiscal year shall be certified by inde 
pendent certified public accountants. The contractor shall maintain separate 
books and records covering the operation of the facilities. 


ARTICLE XII. FORCE MAJEURE 


If the performance of any part of this contract by the contractor is prevented, 
hindered or delayed by reason of any cause or causes beyond the control of the 
contractor (including but not limited to acts of God, strikes or other labor diff- 
culties, fire, storm, sabotage, acts of war, insurrection or riot, unavailability of 
materials or equipment, or by reason of any law, order, proclamation, regulation, 
ordinance, or instruction of any government, Federal, State, local, or foreign, 
having or claiming to have jurisdiction), and which cannot be overcome by 
due diligence, then the contractor shall be excused from such performance during 
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the continuance of any such happenings or events and the time for such per- 
formance shall be correspondingly extended: Provided, however, That nothing 
perein shall be construed to extend the Government’s obligation to accept nickel 
metal and cobalt metal beyond June 30, 1965. To become operative, the con- 
tractor shall give to the Government, within 30 days after the occurrence of each 
such happening or event, written notice thereof, together with a statement 
setting forth in detail the nature of the happening or event, and upon the 
conclusion of such happening or event, shall notify the Government in writing 
of such conclusion within 30 days. 


ARTICLE XIII. NOTICE AND ASSISTANCE REGARDING PATENT INFRINGEMENT 


(a) The contractor agrees to report to the Government, promptly and in 
reasonable written detail, each claim of patent infringement based on the 
performance of this contract and asserted against it, or against any affiliated 
company performing any of the obligations of the contractor hereunder, or 
against any of their subcontractors if they have notice thereof. 

(b) In the event of litigation against the Government on account of any claim 
of infringement arising out of the performance of this contract or out of the use 
of any supplies furnished or construction work performed hereunder, the con- 
tractor agrees that it will furnish to the Government, upon request, all evidence 
and information in its possession pertaining to the defense of such litigation. 
Such information shall be furnished at the expense of the Government except in 
those cases in which the contractor has agreed to indemnify the Government 
against the claim being asserted, in which case the information shall be furnished 
at the expense of the contractor. 


ARTICLE XIV. PATENT INDEMNITY 


Contractor agrees to indemnify the Government against liability, including 
court costs and expenses, for infringement upon any letters patent of the United 
States (except letters patent issued upon an application which is now or may 
hereafter be, for reasons of national security, ordered by the Government to be 
kept secret or otherwise withheld from issue) arising out of the performance 
of this contract or out of the use, manufacture, or disposal by or for the account 
of the Government of supplies furnished or work performed hereunder or out 
of unauthorized disclosure of technical information relative to such use, manu- 
facture or disposal. The foregoing indemnity shall not apply (@) unless con- 
tractor shall have been informed as soon as practical by the Government of the 
suit or action alleging such infringement, and shall have been given an oppor- 
tunity to present recommendations as to the defense thereof; (0b) if the Govern- 
ment enters into any agreement in settlement of such infringement, claim or 
action without the consent of contractor, unless required by final decree of a 
court of competent jurisdiction, or (c) to work performed outside the scope of 
this contract. 

ARTICLE XV. DEFAULT 


Notwithstanding any other provision of this contract, the Government may, by 
notice in writing to the contractor, cancel this contract or any part thereof at any 
time, without payment of damages or penalty of any kind for such cancellation, 
in the event (a) a receiver, liquidator or trustee is appointed for the con- 
tractor or its property, or the contractor makes an assignment for the benefit of 
creditors, or the contractor becomes insolvent, or a petition is filed by or against 
the contractor pursuant to any of the provisions of the United States Bankruptcy 
Act, as amended, for the purpose of adjudicating the contractor a bankrupt, or 
for the reorganization of the contractor, or for the purpose of effecting a composi- 
tion or rearrangement with the contractor’s creditors, and such receiver, liqui- 
dator, or trustee is not discharged or any such petition filed against the contractor 
is not dismissed within 60 days, (b) of the liquidation or dissolution of the con- 
tractor, whether voluntary or involuntary, (c) of default by the contractor in 
the performance of any of the terms, conditions, or covenants of this contract or 
any supplement thereto, including without limitation failure by the contractor 
to sell nickel metal to the Government as provided under article III(a) hereof, 
and of failure of the contractor to cure the default within 60 days of written 
notice of such default which notice shall be given to the contractor by the Gov- 
ernment, (d@) of the determination by the Government that the contractor 
obtained this contract for the purpose of speculation. 
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ARTICLE XVI. ASSIGNMENT 


(a) The contractor shall not, without the prior written consent of the Govern. 
ment, sell, assign, or pledge this contract or any of its rights, powers, Privileges, 
duties, or obligations thereunder: Provided, however, That any moneys due or to 
become due under this contract, but not including any advances made or to pe 
made hereunder, may be assigned by the contractor to a bank, trust company or 
other financing institution, including any Federal lending agency, pursuant to 
and in accordance with the Assignment of Claims Act of 1940, as amended (31 
U.S.C. 208, 41 U.S.C. 15). 

(b) All or any part of the obligations of the contractor under this contract 
may be performed by and in the name of any subsidiary company or companies 
owned or controlled by the contractor: Provided, That the contractor will re. 
main liable for the performance of all such obligations. ; 

(c) All rights, powers, privileges, duties, or obligations under this contract 
shall inure to any successor or successors of the General Services Administra- 
tion or any branch or agency of the Government to which the General Services 
Administration shall hereafter delegate or assign his authority to act for the 
Government hereunder. 


ARTICLE XVII. COMPLIANCE WITH APPLICABLE LAWS 


In the performance of this contract, the contractor shall comply with and give 
all stipulations and representations required by any applicable Federal, State, 
municipal, or local law, or Executive order, or any applicable rules, orders, 
regulations, or requirements of any Government department or bureau, but noth- 
ing herein contained shall be considered as preventing the contractor from con- 
testing in good faith the validity of such law, rule, order, regulation, or require- 
ment or any charge that the contractor has not complied therewith. 


ARTICLE XVIII. WALSH-HEALEY ACT 


With respect to those portions of this contract to be performed in the United 
States there are hereby incorporated by reference all representations and stip- 
ulations required by the Walsh-Healey Public Contracts Act, as amended (41 
U.S.C. 35-45), and regulations issued thereunder by the Secretary of Labor, 
Such representations and stipulations being subject to all applicable rulings 
and interpretations of the Secretary of Labor which are now or may hereafter 
be in effect. 

ARTICLE XIX. NONDISCRIMINATION IN EMPLOYMENT 


(a) In connection with the performance of work under this contract, the 
contractor agrees not to discriminate against any employee or applicant for 
employment because of race, religion, color, or national origin. The aforesaid 
provision shall include, but not be limited to, the following: Employment, up- 
grading, demotion, or transfer; recruitment or recruitment advertising; layoff 
or termination; rates of pay or other forms of compensation; and selection for 
training, including apprenticeship. The contractor agrees to post hereafter in 
eonspicuous places, available for employees and applicants for employment, no- 
tices to be provided by the Government setting forth the provisions of the 
nondiscrimination clause. 

(b) The contractor further agrees to insert the foregoing provision in all 
subcontracts hereunder, except subcontracts for standard commercial supplies 
or raw materials. 

(ec) This article shall not apply to the performance of work outside the 
United States, its Territories and possessions where no recruitment of workers 
within the limits of the United States, its Territories or possessions is involved. 


ARTICLE XX. CONTINGENT FEES 


The contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understand- 
ing for a commission, percentage, brokerage, or contingent fee, excepting bona 
fide employees or bona fide established commercial or selling agencies mai- 
tained by the contractor for the purpose of securing business. For breach or 
violation of this warranty, the Government shall have the right to annul this 
contract without liability or in its discretion to deduct from the contract price 
or consideration the full amount of such commission, percentage, brokerage, 0 
contingent fee. 
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ARTICLE XXI. INTEREST OF MEMBER OF CONGRESS 


No member of or Delegate to Congress, or resident commissioner, shall be 
admitted to any share or part of this contract, or to any benefit that may arise 
therefrom ; but this provision shall not be construed to extend to this contract 
if made with a corporation for its general benefit. 


ARTICLE XXII. ACCESS TO BOOKS AND RECORDS 


(a) The contractor agrees that the Government or any of its duly authorized 
representatives shall, while the contract is in effect, and for a period of 3 years 
thereafter, have access to and the right to examine any pertinent books, docu- 
ments, papers and records of the contractor, or of any affiliated company per- 
forming any of the obligations of the contractor hereunder, involving transactions 
related to this contract. 

(b) The contractor further agrees to include the following provision, with 
appropriate insertions, in all of its subcontracts (herein-defined as any agree- 
ment with another party providing for construction, improvements, or other 
work called for by this contract, whether or not that purpose is so specified in 
the agreement) hereunder : 

“(Name of subcontractor) agrees that the Government or any of its duly 
authorized representatives shall, until the expiration of 3 years after final pay- 
ment under prime contract No. DMP-134 between the United States of America 
and Cuban American Nickel Co., have access to and the right to examine any 
pertinent books, documents, papers and records of (name of subcontractor) in- 
volving transactions related to this contract. 

(c) The term “subcontract” as used herein excludes (1) purchase orders not 
exceeding $1,000, and (2) subcontracts or purchase orders for public utility 
service at rates established for uniform applicability to the general public. 


ARTICLE XXIII, NONWAIVER 


The failure of either the contractor or the Government to insist in any one or 
more instances upon the performance of any of the terms, covenants or condi- 
tions of this contract, shall not be construed as a waiver or relinquishment of 
the future performance of any such term, covenant, or condition by the ciher 
party hereto, but the obligation of such other party with respect to such future 
performance shall continue in full force and effect. 


ARTICLE XXIV. MODIFICATIONS 


No oral statement of any person shall modify or otherwise affect the terms, 
conditions, or specifications of this contract. 


ARTICLE XXV. ADDRESSES 


Unless otherwise specified : 

(a) Notices by the Government to the contractor provided for in this con- 
tract shall be addressed to: Cuban American Nickel Co., 161 East 42d Street, 
New York, N.Y. 

(b) Notices by the contractor to the Government shall be addressed to: De- 
fense Materials Service, General Services Administration, 7th and D Streets 
SW., Washington, D.C., or such other address as either party for itself may 
specify to the other in writing. 


ARTICLE XXVI. LETTER AGREEMENT 


This contract supersedes and replaces the letter agreement of March 8, 1957, 
between the parties hereto. 
IN WITNESS WHEREOF, the parties hereto have caused this document to be duly 
executed as of the 19th day of July 1957. 
UNITED STATES OF AMERICA, 
3y E. H. WEAVER, 
Commissioner, Defense Materials Service, 
General Services Administration. 
CuRBAN AMERICAN NICKEL Co., 
By L. M. WiiitaMs, President. 
Attest : 
[CORPORATE SEAL] By A. E. Correr, 
Assistant Secretary. 
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For and in consideration of the United States of America and Cuban American 
Nickel Co. entering into contract No. DMP-134, Freeport Sulphur Co. repre. 
sents and agrees that: 

1. Cuban American Nickel Co. is a wholly owned subsidiary of Freeport 
Sulphur Co. ; 

2. Freeport Sulphur Co will retain, until June 30, 1965, ownership and contro} 
over not less than 75 percent, on the basis of voting rights and of rights to 
share in the corporation assets in the event of dissolution, of the outstanding 
capital stock of Cuban American Nickel Co. 

FREEPORT SULPHUR Co, 
By L. M. WILLIAMS, 
Chairman of the Board of Directors and President. 

Dated. July 17, 1957 

Attest: 

[CORPORATE SEAL ] By A. E. Correr, 

Assistant Secretary. 


Schedule I to Contract No. DM P-134 with Cuban American Nickel Co. 


Cost of construction (from estimate dated Sept. 7, 1956) : 
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Allowance for initial revisions, startup expenses, inflation and 
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Costs transferable from Freeport Surphur Co_- ; ; 1, 300, 000 
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Organizational and development costs prior to commencing pro- 
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Mr. Brooks. I wanted to ask, Mr. Charam, if you would give us the 
analysis that you had in the report, in your own words, on page 48 of 
the comparison between the Inco proposal and the Freeport contract 
that was signed. 

Mr. Cuaram. Well—— 

Mr. Brooks. It is not in your statement. I wanted to get it very 
clearly before the committee. 

Mr. Cuaram. The Inco proposal covered additional production ea- 
pacity of 105 million pounds a year, as compared to 50 million pounds 
a year under the Freeport contract. 

The financing plans: Under the Inco proposal the financing would 
have been handled privately. It would involve $115 million. 

I have already desc peng the Freeport plan of financing. An $80 
million bank loan and a $30 million bond issue. 

Now, Inco also would have required a right to tender metals to the 
Gov ernment, of 200 million pounds of nic kel, at the Inco prevailing 
price, subject to downward revision. 

It would afford the Government the right to purchase 200 million 
pounds of nickel in peacetime, with additional 200 million pounds in 
the event of war, at market price. 

But the thing to be noted here is that the Inco proposal did not re- 
quire the Government to buy any cobalt, whereas the Freeport. con- 
tract requires the Government to buy up to 23,835,000 pounds, at a 
total cost of about $47 million. 

And also that the additional nickel production from the Inco proj- 
ect would be more than double the Freeport production. 
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Mr. Wautiuauser. Mr. Chairman. 

Mr. Brooxs. Mr. Wallhauser, pardon me, I wanted to put the re- 
ort in the record at this time. 

(The report referred to is as follows :) 


REPORT ON REVIEW OF GENERAL SERVICES ADMINISTRATION 
CONTRACT NO. DMP-134 WITH FREEPORT SULPHUR CO. AND ITS 
SUBSIDIARY CUBAN AMERICAN NICKEL CoO. 


(By The Comptroller General of the United States) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., August 5, 1957. 
Hon. Wriu1AM L. DAWSON, 
Chairman, Committee on Government Operations, House of Representatives. 
Deak Mr. CHAIRMAN: In accordance with your request of March 11, 1957, we 
have reviewed the agreement dated March 8, 1957, between the General Services 
Administration and the Freeport Sulphur Co. and its wholly owned subsidiary, 
the Cuban American Nickel Co. Herewith is our report on the review. 
Subsequent to the completion of our review and while our report was in 
process of issuance, the letter agreement of March 8, 1957, was superseded and 
replaced by a definitive contract which was executed on July 19, 1957, between the 
Cuban American Nickel Co. and the General Services Administration. The 
definitive contract made no substantive changes in the terms of the letter 
agreement. A copy of contract No. DMP-134 which was executed on July 19, 
1957, is enclosed for your information. 
We will be pleased to discuss this report with you or members of your staff 
at your convenience. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


The General Accounting Office has reviewed the agreement dated March 8, 
1957, between the General Services Administration and the Freeport Sulphur Co. 
(hereinafter referred to as Freeport) and Freeport’s wholly owned subsidiary, 
the Cuban American Nickel Co. (hereinafter referred to as the contractor). 
The agreement is identified as contract No. DMP-134 (see appendix). Our review 
consisted of (1) an examination of such records relating to the negotiation of the 
agreement (including unaccepted proposals of other companies) and the overall 
nickel expansion goal as were made available to us by the General Services 
Administration (GSA) and the Office of Defense Mobilization (ODM) and (2) 
discussions with officials of GSA, ODM, and private industry. 


SUMMARY 
HIGHLIGHTS OF CONTRACT NO. DMP—134 


1. Contract No. DMP-134 between the General Services Administration and 
the Freeport Sulphur Co. and its wholly owned subsidiary, Cuban American 
Nickel Co., was entered into in furtherance of the revised nickel expansion goal 
announced by the Office of Defense Mobilization on May 17, 1956. 

2. Under this contract, the Government is obligated, if the contractor so tenders, 
to accept and pay for a maximum of 271 million pounds of nickel metal and 
23,835,000 pounds of cobalt metal at prices of $0.74 and $2 a pound, respectively. 
If these maximum quantities are tendered by the contractor, the Government will 
be required to expend in excess of $248 million for the metals (see below). 

3. The quantities and prices provided by this contract were intended to permit 
the contractor to recover during the first 6 production years ending June 30, 
1965, an estimated $98,129,000 of the initial estimated capital investment of 
$119,210,000 (see below ). 

4. The $0.74 a pound price provided under this contract, which is equal to 
the highest market price of nickel in the past 28 years, is, in effect, a floor price. 
Should the market price of nickel go up, the contractor can sell its nickel to 
industry or the Government at the higher market price. However, should the 
price of nickel decline, the contractor can tender and the Government must 
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accept the maximum quantity provided by the contract at the floor price of 74 
cents (see below). 

5. Indications of possible decline in the market prices of both nickel and cobalt 
by 1960 or 1961 were noted. In such event, it would be to the contractor’s adyap. 
tage to tender to the Government the full contract quantities. In view of the 
respective stockpile positions of these metals, the Government may be required 
to sell the metals. In this event, the Government could lose up to $2,710,000 for 
each 1 cent drop in the price of nickel and up to $238,350 for each 1 cent drop in 
the price of cobalt (see below). 

6. Certificates of accelerated tax amortization were issued by ODM for 9% 
percent of the estimated $95 million cost of the required facilities. The per. 
centage of the cost of facilities attributable to defense purposes was that appli- 
cable to the nickel industry as a whole under the ODM expansion program without 
adjustinent for any specific circumstances relating to the contract facilities (gee 
below ). 

7. The GSA technical and financial staff, in their analysis of the Freeport 
proposal leading to the execution of this contract, concluded that the proposal 
did not appear to be advantageous to the Government. This analysis was referred 
to ODM by the Administrator of General Services for further advice, Although 
no written reply was received from ODM, the letter agreement was negotiated 
with the oral concurrence of ODM (see below). 


BETHLEHEM PROPOSAL 


A proposal by the Bethlehem Steel Co. in August 1956 to build plant facilities 
in Cuba capable of providing between 380 and 70 million pounds of nickel annually 
was not accepted by GSA. The proposal was contingent upon an Export-Import 
Bank loan to a wholly owned Cuban subsidiary. Under the Bethlehem proposal, 
the Government would not have been obligated to purchase any of the nickel 
or cobalt produced in the facilities and would have had the right to call upon the 
company for 50 percent of its output at 90 percent of the market price until 
the date of repayment of its loan. Although this proposal was favored by GSA 
officials, it was not accepted because the Office of Defense Mobilization ruled 
out direct Government loans as an incentive to industry for increasing United 
States nickel supplies (see below). 


INCO PROPOSAL 


In November 1956, the International Nickel Co. of Canada, Ltd. (Inco), sub- 
mitted a proposal to GSA to expand its nickel-producing facilities. The proposal 
would have given Inco the right to sell to the Government up to 200 million 
pounds of nickel out of its new production at the Inco prevailing price at time of 
delivery subject to downward revision under certain circumstances. The proposal 
would have permitted the Government, at its option, to purchase a similar quan- 
tity of nickel at Inco’s prevailing market price. Decision on this proposal was 
deferred by GSA pending the outcome of negotiations with Freeport. Subsequent 
to the execution of the Freeport contract, Inco submitted a modified proposal 
which was not acceptable to the Government (see below). 


INADEQUATE DOCUMENTATION OF CONTRACT NEGOTIATIONS 


The General Services Administration did not prepare and maintain an ade- 
quately documented record in support of the negotiations of the letter agree 
ment of March 8, 1957, and such pertinent records as were available were not 
eentralized in an official contract file available for our review. Consequently, 
the step-by-step actions taken, and the basis of the award by the contracting 
officer, were neither readily nor fully determinable (see below). 

Our findings and comments are set forth in greater detail in the following 
sections of this report. 

CONTRACT DATA 


Contract No. DMP-134 dated March 8, 1957, is in the form of a letter agree 
ment between the United States of America and the Freeport Sulphur Co, and 
Freeport’s wholly owned subsidiary, the Cuban American Nickel Co. The agree 
ment was signed for the Government by Mr. Franklin G. Floete, Administrator 
of General Services. Mr. Langbourne M. Williams signed as president of both 
Freeport Sulphur Co. and Cuban American Nickel Co. 
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The agreement was entered into pursuant to the authority contained in the 
Defense Production Act of 1950, as amended (50 U.S.C. app. 2061), and the 
federal Property and Administrative Services Act of 1949, as amended (68 Stat. 
977), pending the execution of a definitive contract with Cuban American 
Nickel Co. The agreement was aimed at making available to the United States 
substantial additional supplies of nickel and cobalt, in furtherance of the revised 
nickel expansion goal announced by the Office of Defense Mobilization in May 
956. 

The salient features of the agreement are as follows: 

1, The contractor (Cuban American Nickel Co.) will, with or without one or 
more of Freeport’s or its own subsidiaries, at its or their own expense, construct 
a refinery and related facilities in the United States, and other facilities in 
Cuba, designed to produce annually not less than 50 million pounds of nickel 
metal and approximately 4.4 million pounds of cobalt metal from ores derived 
from properties, at or near Moa Bay, Cuba, now owned by one or more sub- 
sidiaries of Freeport. 

9, Freeport will retain until June 30, 1965, ownership and control over not less 
than 75 percent of the outstanding capital stock of the contractor. 

8. The Government will purchase all nickel and cobalt metal meeting national 
stockpile specifications produced at such refinery from such ores which the 
contractor may tender to the Government and will pay 74 cents a pound for 
nickel metal and $2 a pound for cobalt metal, packaged in accordance with 
Government specifications, 

4. The contractor’s right to tender metals to the Government is limited to the 
first 271 million pounds of salable nickel produced at the facilities and to the 
cobalt produced during the production of that amount of nickel, but not more 
than 23,835,000 pounds of cobalt. The right to tender metals to the Government 
will terminate, in any event, on June 30, 1965. 

5. On the assumption that the contractor’s capital costs will equal or exceed 
$106,840,000, the obligation of the Government to accept and pay for the nickel 
and cobalt metal tendered under the contract will terminate when the cash return 
realized by the contractor and its corporate affiliates from the operation of the 
facilities reaches $98,129,000. “Cash return” is defined in the contract as net 
profits before dividends or amortization of debt and without charge for the ore, 
plus charges against operating income not requiring the outlay of cash, such as 
depreciation and accelerated amortization of the cost of the new facilities. In 
the event the capital costs amount to less than $106,840,000, the Government's 
obligations will terminate when the cash return reaches an amount equal to 
$98,129,000 less 75 percent of the difference between the actual capital costs and 
$106,840,000. 

§. The Government has the right to require, until June 30, 1965, the sale by 
the contractor to the Government of not more than 30 percent of the estimated 
nickel metal to be produced at the refinery, at a price, f.o.b. common carrier, 
the contractor’s refinery in the United States, equal to the market price for 
electrolytic nickel metal, f.o.b. common carrier, Port Colborne, Ontario, duty 
paid, prevailing at the time of delivery, but not less than $0.74 a pound. 

7. The agreement was contingent upon the issuance by the proper certifying 
authority (ODM) of certificates authorizing accelerated amortization as emer- 
gency facilities of 80 percent of the required facilities, pursuant to section 168 
of the Internal Revenue Code of 1954. On May 2, 1957, certificates 32,365 and 
32,366 were issued by ODM covering the facilities contemplated in this contract. 

It is estimated that a period of 24% years will be required to complete the 
design and construction of the facilities and that production will commence in 
the latter part of 1959. 

CONTRACT BACKGROUND 


The increased military and civilian demand for nickel at the time of the 
Korean war necessitated both Government controls over the use of this metal 
and an expansion of production facilities to increase the supply available to the 
United States. In 1951 the U.S. Government began a program designed 
to encouruge expansion of existing nickel-producing facilities and the develop- 
ment of additional sources of supply. In furtherance of this program, GSA was 
authorized to negotiate contracts with producers or potential producers to 
implement the nickel expansion goal. 

In July 1953, GSA received a proposal from the Nicaro Nickel Co., a wholly 
owned subsidiary of Freeport, to enter into a contract for the production 
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and sale of nickel and cobalt. This proposal contemplated the use of a ney 
sulfuric acid leach process to produce nickel and cobalt from facilities to pe 
constructed in Cuba and in the United States. However, the high premiyn 
prices which the company wanted for the metals were unacceptable to the 
Government, and GSA considered that the use of a pilot plant operation to 
prove the process from a technical and economic standpoint would be advisable. 
Accordingly, contract No. DMP-105 was awarded to the Freeport Sulphur Go, 
on October 18, 1954, for the construction and operation of a pilot plant on its 
land at Braithwaite, La., to test the commercial technical feasibility of the 
new process, with costs to be reimbursed by the Government. 

At the same time, a conditional production contract (DMP-106) was entereg 
into with Nicaro Nickel Co. upon more favorable terms than originally offereq 
by the company. The production contract provided for the construction anq 
operation by Nicaro of commercial-scale plant facilities designed to produce 
30 million pounds of nickel and 3 million pounds of cobalt annually. Under 
this contract, the Government agreed to buy 75 million pounds of nickel, at 
the rate of 15 million pounds a year, and had the option to buy additiona) 
quantities not to exceed 75 million pounds. The company had the option to 
sell to the Government any part of the additional quantity not purchased by 
the Government. The price to the Government for all nickel delivered under 
the contract was to be the market price in effect on the date of delivery, except 
for the first 15 million pounds for which the Government would pay market 
price plus 15 cents per pound but not to exceed 75 cents per pound. The Gov. 
ernment also agreed to purchase up to 15 million pounds of cobalt over a 5-year 
period at the market price of the metal at date of delivery. 

The production contract was conditioned upon a determination by Freeport 
that the production process and commercial-size plant were economically feasible 
based on the pilot plant operations. The Government had the right to terminate 
the contract without penalty by written notice within 60 days after receipt 
of Freeport’s opinion on the feasibility of the commercial plant. 

Freeport constructed a pilot plant at Government expense on its own land 
at Braithwaite, La. Processing operations on a cost-reimbursable basis were 
completed on October 18, 1956. Total Government expenditures under the con- 
tract were approximately $5,500,000, of which about $3,500,000 was applicable to 
the cost of construction. 

In May 1956, prior to the termination of the pilot plant operations, ODM 
publicly announced a revised nickel expansion goal, aimed at providing the 
United States with an annual supply of 440 million pounds of nickel by 1961. 
This revised goal provided for an annual supply of 60 million pounds more than 
that established in the earlier goal and about 140 million pounds above the 
estimated annual supply then available to the United States. 

In implementation of the Government’s revised nickel production goal, GSA 
requested Freeport, in August 1956, to submit a proposal for the construction 
and operation of facilities capable of producing 50 million pounds of nickel 
annually in lieu of the 30 million pounds annual production provided for in 
the conditional production contract No. DMP-106. Freeport submitted such 
a proposal on October 17, 1956, and at the same time informed GSA that it 
expected to formally notify the Government shortly that the experience and 
data developed in the pilot plant operation had demonstrated the commercial 
technical feasibility of the process and had provided sufficient information for 
the design of a commercial-scale plant. However, Freeport stated that its 
studies showed that it would not be possible to finance either a 30- or 50-million 
pound a year plant with private funds and furnish nickel to the Government 
at the then prevailing market price of 6414 cents per pound. Subsequent nego- 
tiations between GSA and Freeport led to various modifications and revisions in 
the Freeport proposal and culminated in the letter agreement of March 8, 1957 
(DMP-134), between the General Services Administration and the Freeport 
Sulphur Co. and the Cuban American Nickel Co. This agreement, in effect, 
superseded the previous production contract (DMP-106) with Nicaro Nickel 
Co., also a Freeport subsidiary. 

In addition to the Freeport proposal, GSA had received proposals from the 
Bethlehem Steel Co. and the International Nickel Co. of Canada, Ltd., for in- 
creasing the annual supply of nickel available to the United States. These 
proposals, which were not accepted by GSA, are discussed and compared with 
the Freeport agreement of this report (see below). 


F 
its 
Nic 
pla) 
whe 
new 
Nic 
con 
Cut 


que 
teri 


Pro 


sub: 


of tl 


Nov 
mod 
wer 


a new 
3 to be 
emium 
to the 
tion to 
visable, 
1ur Oo, 
on its 
of the 


entered 
offered 
on and 
yroduce 
Under 
“kel, at 
litional 
ition to 
ised by 
| under 
, except 
market 
he Govy- 
i 5-year 


‘reeport 
feasible 
rminate 

receipt 


vn land 
is were 
the con- 
cable to 


s, ODM 
ling the 
by 1961. 
re than 
ove the 


al, GSA 
truction 
f nickel 
1 for in 
ed such 

that it 
nee and 
amercial 
ition for 
that its 
)-million 
ernment 
nt nego- 
isions in 
1 8, 1957 
Freeport 
n effect, 
o Nickel 


from the 
, for in- 

These 
red with 


NICKEL-COBALT CONTRACT OBLIGATIONS 59 


OWNERSHIP OF PARTICIPATING COMPANIES 


In addition to the Freeport Sulphur Co. and its wholly owned subsidiary, 
the Cuban American Nickel Co., signatories of the letter agreement of March 
8, 1957, this euntract (No. DMP-134) will also involve participation by the Moa 
Bay Mining Co., a wholly owned subsidiary of the Cuban American Nickel Co. 
It is contemplated that the Moa Bay Mining Co. will construct and operate 
the facilities in Cuba, while the Cuban American Nickel Co. will construct and 
operate the refinery in Braithwaite, La. All three companies are incorporated 
jn Delaware and have offices at 161 East 42d Street, New York, N.Y. we 

The Freeport Sulphur Co., one of the largest sulfur producers in the United 
States, is a publicly owned corporation. As of December 31, 1956, the company 
had about 12,400 stockholders and about 2,500,000 shares of outstanding capital 
stock. Its principal officers and directors as of that date, were as follows: 

John Hay Whitney,’ chairman of the board. 

Charles A. Wight, chairman of the executive committee. 
Langbourne M. Williams, president. 

Robert C. Hills, executive vice president. : , 

Freeport hus had extensive experience in the nickel production field through 
its wholly owned subsidiary, Nicaro Nickel Co., which operated the Government 
Nicaro nickel project in Cuba, during World War II. 1 he proposed Freeport 
plant in Cuba will be located at Moa Bay, about 40 miles from Nicaro, Cuba, 
where the Government project is situated. The ores to be processed in the 
new plant will come from the Moa Bay area and are owned by the Nicaro 
Nickel Co. Most of the ores used at the Government Nicaro nickel project 
come from ore bodies owned by the Nicaro Nickel Co. in and around Nicaro, 
Cuba. ; 

CONTRACT NEGOTIATIONS 


FREEPORT PROPOSALS 


The original Freeport proposal of October 17, 1956, was modified by subse- 
quent proposals on November 29, 1956, and January 10, 1957. The principal 
terms of the various proposals are set forth below. 


Proposal of October 17, 1956 


In this proposal Freeport stated that it was acting on behalf of its wholly owned 
subsidiary, the Cuban American Nickel Co., and offered to: 

1. Design and construct facilities in Cuba and the United States for the 
production of 50 million pounds of nickel metal and approximately 4.4 million 
pounds of cobalt metal per year. 

2. Provide the ore for such facilities without charge in the form of 
royalty or otherwise. 

3. Supply to the Government, and the Government would agree to take, 
over a period of 6 years ending June 30, 1965, 225 million pounds of nickel 
metal at a price of $0.90 per pound (with escalation for major cost factors) 
and 16 million pounds of cobalt metal at a fixed price of $2.60 per pound. 

4. Give the Government the right to require the sale of and retain for 
Freeport the right to tender the additional nickel production of the facilities 
up to 46 million pounds of nickel metal and 8 million pounds of cobalt metal. 
The price for the additional quantity of nickel would be the quoted market 
price for electrolytic nickel metal f.o.b. Port Colborne, Ontario, duty paid, 
prevailing at the time of delivery. That price was then $0.645 per pound. 
The price for the additional amount of cobalt metal would remain at $2.60 
per pound. 

This proposal was contingent upon the receipt by Freeport of certificates from 

e Government providing for rapid tax amortization of 80 percent of the cost 
of the production facilities. 

The proposal was reviewed by GSA and discussed with Freeport officials on 
November 21, 1956, and, as a result of GSA suggestions, Freeport submitted a 


modified proposal on November 29, 1956. Minutes of the November 21 meeting 
were not available for our review. 





1 Mr. John Hay Whitney resigned as chairman of the board of directors in February 
1957 and was succeeded in that position by Mr. Langbourne M. Williams. 
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Proposal of November 29, 1956 

This proposal modified Freeport’s original offer by providing that the Purchage 
contract would terminate when the cash return to Freeport equaled the total 
amount invested in the project. The proposal was discussed on November 39 
1956, by GSA officials and representatives of Freeport. At that time GSA officials 
attempted to negotiate more favorable terms with respect to the prices and the 
cash-return provision. However, Freeport stated that its offer was the best it 
could make to the Government which would permit financing and the entry o¢ 
Freeport as a strong factor in the nickel market. 

Freeport and GSA officials met again on December 5, 1956, and discussed the 
detailed data which Freeport had used to arrive at its proposal. Since this 
meeting was only to explain the technical aspects of the proposal, no negotiation 
of the terms took place. There was no record in the GSA files covering any 
further negotiations with Freeport; however, on January 10, 1957, a further 
modification of its offer was made by Freeport. 


Proposal of January 10, 1957 

On January 10, 1957, Freeport submitted a revised proposal which superseded 
those previously made. This proposal, in effect, was the same as the others 
except in regard to prices. Because GSA had previously expressed concern that 
the capital investment might be less than originally estimated by Freeport, the 
new proposal provided that, should the capital investment not exceed $91,840,009, 
the price of the first 225 million pounds of nickel tendered to the Government 
would be $0.80 per pound and, should the investment exceed $106,840,000, the 
price would be $0.90 per pound. If the investment fell between the two stated 
amounts, the price was to be fixed at an appropriate amount between $0.80 and 
$0.90 a pound. 

The price of the additional 46 million pounds of nickel which the Government 
could require the contractor to sell to it, and which the contractor had the right 
to tender, would be the prevailing market price at time of delivery. The price 
of cobalt would be fixed at $2.35 a pound, which was the market price then ip 
effect. 

Proposed financing of contract facilities 

The Freeport proposals state that the company intends to finance the construe 
tion of the facilities through a 4 percent commercial bank loan of $80 million 
and a 6 percent subordinated debenture bond issue of $30 million. The GSA 
records indicate that Freeport will put into the venture its Moa Bay ore prop 
erties in addition to supplying part of the required working capital of $10 
million. 

The following tabluation, based on data submitted by Freeport, shows the esti- 
mated investment required for the project and the estimated cash to be pro 
vided by the sale of 271 million pounds of nickel and 23,835,000 pounds of cobalt 
under the contract. 

Estimated investment required 





Capital costs (subject to depreciation and amortization )*- _. $106, 840, 000 
Other costs (not Subject to depreciation and amortization) —~___~~_ 2, 370, 000 
Ferner RNS ont ee eet eae eee ee Si psa 10, 000, 000 

‘Total entuasted tTavestment.. =. 2 3K «= 


Estimated cash available at erpiration of contract 


Sales of nickel and cobalt._______------_--- betel, _. $248, 210,00 
Less: 
Production costs (exclusive of depreciation 
wei charred for Oey 2252s. oo ks $120, 170, 000 
pubebent emueinel ier ae ce 21-2 21, 600, 000 
Income taxes (Federal) ..-_____-___~_- 5 8, 311, 000 
150, 081, 000 
Gross cash available from operations_________ ; x 98, 129, 000 
Less repayment of bank loan___._....----.-_......._..-._-.--. 80,000,000 
Estimated cash remaining___________-__________- _ 18, 129, 000 


1 The capital costs include a $19 million allowance for initial revisions, start-up expense 
inflation, and contingencies. 
2 The production costs include a $5.4 million contingency reserve. 
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As shown in the foregoing tabulation, the estimated gross cash available from 
operations will be sufficient to retire the complete bank loan during the life of 
the contract and still leave more than $18 million for other purposes. Since 
Freeport proposes to finance $6 million in capital additions from cash made 
available through operations, there would remain an estimated $12 million. 
sufficient to retire 40 percent of the $30 million bond issue. ; 

The estimated initial investment of $119 million as shown in the above tabula- 
tion includes $10 million of working capital which presumably will be intact 
at the termination of the contract. This $10 million, when added to the $98 
million provided by operations, will enable Freeport to recover, during the life 
of this contract, all but $11 million of the estimated initial investment. Should 
the $19 million estimate for contingencies included in the estimated initial 
investment prove higher than necessary, the estimated unrecovered amount of 
$11 million will be reduced. Furthermore, at the end of the contract period, 
Freeport will, under the proposed financing plan, own a relatively new nickel- 
producing facility which will be almost fully paid for. 


GSA ANALYSIS OF FREEPORT PROPOSAL 


The Freeport proposal of January 10, 1957, was analyzed in a report prepared 
py technical and fiscai representatives of GSA. This analysis was thorough 
and complete and went into all aspects of the proposal including a review of 
future free-world nickel production. The report concluded with an unfavorable 
opinion of the proposal and stated that: 

“In view of the future outlook for expanded nickel production from unsub- 
sidized sources, it does not appear that we are warranted in obligating the 
taxpayer to a commitment of upward of $300 million merely to get this one 
facility into operation.” 

This estimated commitment of $300 million was based on the prices in the 
January 10 proposal; however, the maximum commitment under the actual 
contract of March 8, 1957, would be about $248 million. 

This analysis was approved by the Commissioner, Defense Materials Service, 
GSA, who, in his former capacity as consultant for materials to the Borrowing 
Authority Review Board, Office of Defense Mobilization, in 1954, had made an 
extensive review of the nickel situation. 

The GSA staff analysis was forwarded by the Administrator of General 
Services to the Director, ODM, by letter of February 7, 1957. This letter stated 
that the analysis prepared by GSA “* * * casts doubts upon the advisability 
of accepting the proposal. It is largely based upon economic considerations 
It does not attempt to determine, nor can I determine, whether the desirability 
of obtaining an additional source of Cuban nickel outweighs those economic 
considerations.” 

The Administrator further stated that “It is for those reasons that I solicit 
your advice as to whether overall policy considerations would warrant the 
acceptance of the Freeport proposal in its present form.” 

We have been advised by the Associate General Counsel, GSA, that no written 
reply was received from the Director, ODM, but that it was with the oral 
concurrence of ODM that the letter agreement of March 8, 1957, was subsequently 
negotiated. 

FINAL NEGOTIATIONS 


On February 26, 1957, the Administrator of General Services, in a letter to 
the president of the Freeport Sulphur Co., with respect to the proposal of 
January 10, stated that, as explained to Freeport at a previous meeting, the 
execution of a contract by GSA embodying such a proposal was dependent upon 
a clarification by ODM of its policy regarding the use of borrowing authority 
wder the Defense Production Act of 1950. That policy having been clarified, the 
Administrator went on to say that no premium price for cobalt could be paid 
and that the premium prices for nickel requested by Freeport on January 10 
Were not sufficiently justified. 

In conclusion the Administrator stated that, if Freeport wished to modify 

its proposal on the basis of the sale of cobalt at not more than the then prevailing 

market price and the sale of nickel at a price involving such premium as justi- 

a Freeport’s unusual development costs, GSA would be willing to negotiate 
er. 


There is no record of subsequent negotiations in the GSA files. However, on 


March 5, 1957, the Administrator of General Services submitted a proposed letter 
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agreement to Freeport, which he stated he was prepared to sign. This Pro. 
posed agreement was substantially identical with the letter agreement signgg 
on March 8, 1957. 


INADEQUATE DOCUMENTATION OF CONTRACT NEGOTIATIONS 


The General Services Administration did not prepare and maintain ap 
adequately documented record in support of the negotiations of the letter agree 
ment of March 8, 1957, and such pertinent records as were available were not 
centralized in an official contract file available for our review. Consequently 
the step-by-step actions taken, and the basis of the award by the contracting 
officer, were neither readily nor fully determinable. Minutes or resumes of 
meetings and conferences between GSA officials and Freeport involving negotig. 
tions leading to the execution of the letter agreement were not always prepared 
as part of the official record. 

Since GSA has the responsibility under the law to regulate procurement 
policies and methods of executive agencies generally, the failure on its part to 
prepare and maintain adequately documented records in support of the contract 
negotiations in this case takes on added significance. 

We feel that there is a need for effective measures on the part of the Ad. 
ministrator of General Services to require the maintenance of adequately 
documented records in support of all aspects of contract negotiations, including 
discussions between Government and contractor personnel, and the retention of 
such records in a manner conducive to review. This action is necessary jp 
order to enable agency management and others to make independent reviews, ag 
deemed necessary, of procurement actions taken by operating personnel, 


COMMENTS ON CONTRACT PROVISIONS 


The rrincinal provisions of the letter agreement of March 8, 1957 (contract 
No. DMP-134), relate to the Contractor’s right to tender nickel and cobalt 
metals to the Government and the Government’s right to require the sale by 
the contractor to it of nickel metal produced under the contract. Following 
are our comments on these and other related provisions of the contract. 


CONTRACTOR’S RIGHT TO TENDER METALS 


The contract provides that the Government will accept, if the contractor go 
tenders, a maximum of 271 million pounds of nickel metal and 23,835,000 pounds 
of cobalt metal produced at the new facilities and meeting national stockpile 
specifications at prices of 74 cents and $2 a pound, respectively. This right to 
tender metals will terminate on June 30, 1965, or sooner through the operation 
of the cash-return provisions of the contract (see below). 

If the maximum quantities of metals agreed to under the contract are tendered 
to the Government, the following expenditures of Government funds will be 
required : 


Wemeeet ss. LS. bb a oe Se eel ae east tens 
Nae aisha ateerierih dbo rehab lalla abet ait di iw iichantias 47, 670, 0 
OTE i ek eee Obes ddde ween caseneene 248, 210, 00 


Contract price of nickel metal 

The 74 cents a pound price for nickel metal in this contract is, in effect, a floor 
price. Should the market price of nickel go higher than 74 cents, the contractor 
ean sell its metal to industry or the Government at the higher market price 
However, should the price of nickel decline, the contractor can tender, and the 
Government must accept, the maximum quantity provided by the contract at the 
contract price of 74 cents. 

At the time of the first Freeport proposal in October 1956, the market price 
of nickel (exclusive of a small amount of premium price metal) was 64% cents 
a pound, f.o.b. Port Colborne, Ontario, duty paid, for shipment into the United 


States. There was no information in the GSA records made available to | 


indicating the basis for the 74 cent contract price; however, we noted that in 
March 1957, when this agreement was entered into, the market price of nickel 
was 74 cents a pound. 

Although the 74 cents a pound price for nickel established in this contract 
was identical with the market price at the time the contract was executed, it 
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should be noted that the market price of nickel is based on delivery f.0.b. Port 
Colborne, Ontario, and includes import duty of 1% cents ($0.0125) a pound. 
since the import duty is assessed on nickel metal and the contractor will import 
q nickel concentrate into the United States from Cuba and produce the nickel 
metal in its Louisiana refinery, it will not be required to pay this duty to the 
United States Government. A partially offsetting factor, however, is the pack- 
aging provision of the letter agreement which stipulates that the nickel metal 
will be packaged in accordance with Government specifications. The Port Col- 
porne market price is for unpackaged nickel metal. We have been informed by 
the GSA technical staff that packaging the metal will cost the contractor between 
six-and seven-tenths of a cent a pound. 
Market price of nickel metal 

The United States market price of nickel has generally been established by 
the International Nickel Co. of Canada, Ltd. (Inco). That company, the largest 
nickel producer in the free world, supplied about 90 percent of the free-world 
supply of nickel in 1951 and about 68 percent in 1955. The following table shows 
the prices quoted by Inco in U.S. dollars during the past 28 years: 


Contract prices quoted by Inco to U.S. buyers, for electrolytic nickel, carlots f.o.b. 
Port Colborne, Canada, 1929-56 


Centa 
Year : per pound 
ch sl lt ei chit as alana ta tasted ca 32 
I, I eee ae ee 131% 
Ra ET UN MNO, ON: RO cee atig! ahaa cei discs chohechndieassclbedoencheignen vabomamctarasdlea alse 35 
UT EN a ice as bib stain ah ia hb ce whdiad etapa cle eked 133%, 
A TL, UP SUNN SiR Rig MI neces cine hrinntirteciebenhcinlacinciddaasal 40 
NC NCS SR i valk eh aici te a ae 48 
SIE RUNDE WD ROU Sel IR UR Rinsing nna gaa ae aes 50% 
A SR SD INN Alii DEMIR cscs alls ai ce 56% 
a <P SOIL RIN AI Ai iia ci eelpebubg caine ab Saints a case 60 
a I DN. Sc Dens ei inutile priests prteins i es adele 641% 
I SRN I cassia ashlee eeaaaad eal 74 


1Reductions due to decrease in rate of import duty—present duty of 1%4 cents a pound 
included in latest price. 


Source: 11th Report of the Preparedness Investigating Subcommittee of the Committee 
on Armed Services, U.S. Senate, dated May 13, 1957. 

It should be noted that the 74 cents a pound price for nickel established in 
this contract is equal to the highest market price of nickel in the past 28 years. 

As an indication that the contract floor price of 74 cents a pound may be 
higher than the market price in 1960, when full production under this contract 
is scheduled to commence, we noted that Dr. John F. Thompson, chairman of 
the board of the International Nickel Co. of Canada, Ltd., in an address to 
Inco shareholders at their annual meeting in Toronto, Canada, on April 24, 1957, 
stated that— 

Assuming defense demand remains at its present level and that nickel is not 
taken in 1961 for Government stockpiling, the 1956 rate of world civilian consump- 
tion of nickel will have to be increased by more than 75 percent in order to absorb 
the output resulting from the expected expansion in nickel-producing capacity. 
Itisevident that a huge new demand must be stimulated. 

Should the expected increased supply of nickel materialize and world civilian 
consumption not increase sufficiently to absorb the expected expanded output, 
an oversupply of nickel may develop with a resultant reduction in the world 
market price. Under such circumstances it would be to the contractor’s advan- 
tage to tender to the Government the full contract quantities of nickel at the 
M4 cents a pound price. 

It is of interest to note that as of December 31, 1956, the national stockpile 
had on hand and on order, exclusive of quantities in this or the preceding Free- 
port contract No. DMP-106, about 153 percent of the minimum and long-term 
stockpile objectives, which are identical. This amount includes nickel already 
in the stockpile and the maximum quantities contractors may, in the future, 
deliver to the Government under stockpile and Defense Production Act contracts. 
The actual quantity of nickel on hand in the stockpile at December 31, 1956, was 
about 48 percent of the stockpile objective. 

In this respect, the Director of ODM, in a report to the Joint Committee on 

ense Production dated March 14, 1957, indicated that the increased productive 
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capacity provided for under the nickel-expansion program should make it possibjp 
to reduce the stockpile objective and, consequently, the procurement of nicke} 
for the stockpile. 

In view of the nickel-stockpile position, the Government might be reqnireg 
to sell the nickel tendered to it by the contractor. In the event of a reduction 
in the world market price as a result of an oversupply of nickel, and the tende; 
to the Government of the full contract quantities, the Government could loge 
up to $2,710,000 for each 1-cent drop in the price of nickel, if required to gey 
the nickel. 


Contract price of cobalt metal 


Under this contract the Government is obligated to buy the first 23,835,099 
pounds of cobalt metal produced at the new facilities, if so tendered by the 
contractor. The price of such cobalt is to be $2 a pound. 

The Freeport proposal of October 17, 1956, included a cobalt price of $2.60, 
pound which was reduced to $2.35 a pound in the January 10, 1957, proposal, 
During the time this contract was being negotiated, the market price of cobalt 
dropped from $2.60 to $2 a pound. Since ODM policy did not permit a premium 
price for cobalt metal acquired under the nickel-expansion program, the market 
price of $2 a pound was agreed upon. 


Market price of cobalt metal 
The following tabulation shows the fluctuations in the market price of cobalt 
during the past 17 years. 


Prices, cobalt metal, f.o.b. Niagara Falls or New York, N.Y. 


Year: Per pound 
I cnsnstineiipticnictid a Wuibiciatia cite ee Oh it, mete $1. 50 
iinet icin knni chin iecieiticcigaalcoeit haat hie lili eat asait lh an AE ae a ee $1. 50- 1.65 
Nh ities sn ccithetegh elit Si actbenblaiciagiaaibliah inden diancs creed AS re ee eas, 1,65 
aa i le RE et ek ee 1. 65- 1.9 
aici biininitisdesid te eeiaaidie cae pee oe hE a hae ee 1. 8% 
I ie ti chastised ch i a a a I 2. 10- 2.4 
a a a ag 2. 40 
I I a rk 2. 60 
Ne ic RP EEN FEM EG iis Scania Dn ecteenrcdinitilccen thrcbncieoniasasaniiins 2.35 
One hj 200 t COGRNOs 225. Sc Satie bale tecus wie d wot 2.0 


The period of rising market prices from 1950 to 1956 was one of large deliveries 
of cobalt to the national stockpile. On December 31, 1956, the national stockpile 
had on hand or on order 124 percent of the minimum objective and 88 percent 
of the long-term objective for this metal exclusive of quantities included in this 
or the predecessor Freeport contract No. DMP-106. Stockpile deliveries are 
being made principally through contracts with African cobalt producers at prices 
of $2 a pound or less. 

Although the United States is the largest consumer of cobalt in the world, 
and world production increased from 29,200,000 pounds in 1955 to 32 million 
pounds in 1956, consumption of cobalt in the United States, exclusive of stock 
pile purchases, declined in 1956 and was only about 9.5 million pounds as 
compared with 9.7 million pounds in 1955. Production of cobalt under this 
contract will be approximately 414% million pounds per year, or almost one-half 
of the total U.S. consumption of this metal in 1956. 

Since the supply of cobalt, as a byproduct of nickel production, will increase 
as a result of the nickel-expansion program, this increase should be considered 
by ODM in determining the need for a reappraisal of the stockpile objective 
for this metal. If such reappraisal should result in a significant downward 
revision of the stockpile objective with a corresponding reduction or disco 
tinuance of stockpile purchases, there is a possibility of an oversupply of this 
metal on the market, since current stockpile purchases of this metal are about 
one-fourth of total free-world production. Such a possibility was considered 
likely within 5 years by representatives of the Battelle Memorial Institute and 


the Cobalt Information Center, both in Columbus, Ohio, whom we interviewed | 


in the course of our review. 

Should the market price of cobalt drop because of an oversupply, it would be 
to the contractor's advantage to tender the full contract quantities of cobalt 
metal which the Government would be obligated to accept at the contract price 
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of $2 a pound. In this event, if Government had to resell the cobalt, it could 
lose up to $238,350 for each 1-cent drop in the price of cobait. 


GOVERNMENT’S RIGHT TO REQUIRE SALE OF NICKEL 


If the Government finds it necessary to call on the production of the contract 
facilities to meet stockpile or other defense needs, it will be entitled to buy up 
to 30 percent of the nickel production. In the event the market price of nickel 
should be higher than 74 cents a pound, the Government will be required to pay 
the higher market price. Should the market price of nickel be less than 74 
cents a pound, the Government will be required to pay the 74 cents a pound 
floor price. 

It should be noted that the letter agreement provides that the price the 
Government must pay for nickel, which it requires the contractor to sell to it, 
will be increased as the market price increases, regardless of whether the 
contractor’s costs have actually risen. Since this is not a true market-price 
contract because of the Government’s agreement to pay a minimum of 74 cents 
a pound even when the market price is lower, we feel that the interests of the 
Government would have been better protected if the agreement to pay a price 
over the 74-cent minimum in a rising market had been conditioned upon a 
showing by the contractor of increased costs warranting a higher price. 

The quantities and minimum prices provided by this contract were intended 
to permit the contractor to recover a specific amount of the initial capital 
investment during the first 6 production years. A provision for price increases 
pased on a showing of increased costs would have enabled the contractor to 
meet that objective. 

CASH-RETURN PROVISIONS 


Cash return is defined in the contract as net profits before dividends or 
amortization of debt, without charge for the ore used in the facilities, and before 
charges against operating income not requiring the outlay of cash, such as 
depreciation and accelerated amortization of the new facilities. 

The obligation of the Government to accept and pay for metals tendered by 
the contractor under this contract will terminate when the cash return realized 
by the contractor and its corporate affiliates from the operations of the facilities 
reaches $98,129,000. This amount equals the estimated cash return as defined 
above which is expected to be realized by the contractor through the sale of 
maximum contract quantities of nickel and cobalt at contract prices of $0.74 
and $2 a pound, respectively. The termination of the Government’s obligation 
to purchase metals tendered by the contractor is based on the assumption that 
capital costs will equal or exceed $106,840,000. In the event the capital costs 
are less than $106,840,000, such termination will occur when the cash return 
reaches an amount equal to $98,129,000 less 75 percent of the difference between 
the actual capital costs and $106,840,000. 

Capital costs were estimated by the contractor to be as follows: 


Cost of construction : 

i iS oe semgucmmnbiun epceabivoner bcacikceshie at rakes. tesa a ee $52, 000, 000 
ED REO ne Ba Boe ae! Oe, Pe 24, 000, 000 
I sescsectsigs asnee cesstipicdnas aos uivae ss Bdnsnitenceee 2a ieee tee oe Se 76, 000, 000 

Allowance for initial revisions, startup expenses, inflation, and 
cscs. (cp nercemne ye TA Od) ei ta ee 19, 000, 000 
meen Ore eP Tic weit § 8. ttl it Soe A) oi] 95, 000, 000 
Costs transferable from Freeport Sulphur Co_____-___-___ 1, 300, 000 

Interest expense and financing costs prior to commencing 
eS be eh as occa aden ae eee 8, 040, 000 

Organizational and development costs prior to commencing 
production_____ seen aren ebiataeenaince ds ateseinsms tyente Cena aia aes ee 2, 500, 000 


reer eee a OO Bea EN 8 oh 106, 840, 000 


The provision for decreasing the cash-return factor by only 75 percent of the 
reduction in actual capital costs rather than by the full amount of the reduction 
was intended by GSA to act as an incentive for the contractor to economize as 
much as possible in the construction phase of the contract. It should be 
realized, however, that reductions in the estimated capital costs are possible for 
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reasons other than economies on the part of the contractor, such as nonoeey,. 
rence of the contingencies provided for in the initial estimates. 

The contract provides that the determination of cash return and actual capita 
costs shall be in accordance with sound accounting principles and practices 
and shall be made by certified public accountants, and under an audit program 
approved by the Government. We believe that this provision will permit g 
proper determination of these items if adequate guidelines for use by the public 
accountants are established by GSA and the contractor. 


ACCELERATED AMORTIZATION 


One of the incentives provided by the Office of Defense Mobilization under 
the revised nickel-expansion program announced on May 17, 1956, to encourage 
producers or prospective producers of nickel to increase their productive ¢. 
pacity, was the right of accelerated amortization of the new or expanded fagili- 
ties. This incentive permits the recipient company to write off against tay. 
able income, during a 5-year period, the percentage of the cost of the new or 
expanded facilities attributable to defense purposes. 

The letter agreement of March 8, 1957, was contingent upon the issuance by 
ODM of certificates authorizing accelerated amortization as emergency facilities 
of 80 percent of the required facilities, pursuant to section 168 of the Interna] 
Revenue Code of 1954. 

The following tabulation shows the certificates issued by ODM on May 2, 
1957, covering the facilities under this contract. 











| Estimated Percentage 
Certificate | Company cost of facili- | attributable to 
ties defense pur- 
poses 
T A-N C-32366_...........-.. ..| Cuban American Nickel Co____._.__- | $30, 000, 000 w 
TAH ON cccccanetdecudss~ Mon Baty Mining Oo... <ssecsnsn dcncas 65, 000, 000 80 


| 








We were advised by ODM personnel that the percentage of the cost of facili- 
ties attributable to defense purposes as specified in the letter agreement and 
approved by ODM is based upon a study conducted by ODM several years ago, 
It is applicable to the nickel industry as a whole under the ODM expansion 
program without adjustment for any specific circumstances relating to the 
facilities to be constructed under this contract. 


OTHER PROPOSALS RECEIVED 
GENERAL 


In response to the issuance by ODM of the public announcement on May 17, 
1956, proclaiming the revised expansion goal for nickel aimed at increasing the 
annual supply available to the United States, proposals were received by GSA 
from the Bethlehem Steel Co. (Bethlehem) and the International Nickel Co. of 
Canada, Ltd. (Inco), in addition to the Freeport proposals which culminated 
in the letter agreement of March 8, 1957. 

Bethlehem is principally a steel company; however, for many years it has 
owned a very large nickeliferous iron-ore deposit in the Mayari district of Cuba 
which is about 40 miles from the Moa Bay ore deposits to be utilized in the 
operation of the facilities under contract No. DMP-134. The Mayari deposits 
owned by Bethlehem are reported to be the largest presently known reserve of 
nickel in the world, containing enough nickel to produce 70 million pounds a 
year for several centuries. Until 1954 the lateritic ores of these deposits were 
not readily susceptible to nickel extraction. In 1954 Bethlehem developed a 
moist-ammonia oxidation process which made it practicable to extract nickel 
from these ores. 

Inco is the world’s largest nickel producer and for many years has been 
supplying most of the nickel needs of the United States. In 1955, Inco produced 
about 68 percent of the total free-world nickel supply. This nickel is produced 
principally from that company’s ore bodies in the Sudbury district of Ontario, 
Canada. However, in recent years Inco has been exploring a new nickel field 
in the Mystery-Moak Lakes district of Manitoba, Canada. It is reported that 
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the production of nickel from this new field will be second only to the Sudbury 
field which is the world’s largest producing nickel-ore body. 


BETHLEHEM PROPOSALS 


Background ie 2 . P 

In August 1954, in response to the then existing nickel-expansion program, 
Bethlehem submitted a proposal to GSA to construct and operate a pilot plant 
and to simultaneously construct nickel-producting facilities, capable of produc- 
ing about 32 million pounds of nickel and 2.2 million pounds of cobalt a year, 
in the Mayari district of Cuba using a new moist-ammonia oxidation process 
developed and tested in a small pilot plant at its own expense. The entire proj- 
ect was to be financed by the Government through a 15-year loan of $75 million 
at 414 percent interest toa proposed Cuban corporation, wholly owned by Bethle- 
hem. On the advice of the Borrowing Authority Review Board of ODM (a board 
set up to review and take action for the Director, ODM, on all programs author- 
jzed and financed under authority of title III of the Defense Production Act, 
as amended), GSA negotiated with Bethlehem in an attempt to have the com- 
pany build and operate, at Government expense, a commercial-scale pilot plant 
costing about $5,500,000 before decision was made on the commercial nickel- 

“ing facilities. 

Re Saeuary 3, 1955, Bethlehem transmitted to GSA a letter it had received 
from its consultant engineering firm, Stone & Webster Engineering Corp., in 
which Stone & Webster recommended to Bethlehem, as a result of recent develop- 
ments in the moist ammonia oxidation process, that the pilot-plant project be 
bypassed and the commercial-scale plant be built immediately, thus effecting 
actual production 18 months sooner. On January 13, 1955, GSA advised Bethle- 
hem that the Government was willing to consider the project without a piloting 
operation but that Bethlehem would have to assume full responsibility for repay- 
ment of any loans. On January 18, 1955, Bethlehem reiterated that its original 
financing terms, which contemplated a Government loan secured by a pledge of 
the capital stock of the Cuban subsidiary, remained unchanged. 

On January 28, 1955, GSA requested the Materials Advisory Board (MAB) 
of the National Academy of Sciences to comment on the advisability of bypassing 
the pilot-plant phase of the operation. MAB reviews of the Bethlehem process 
continued into 1956, and we noted, in a progress report dated February 28, 1956, 
the latest in the GSA file, that MAB believed that additional technical informa- 
tion about certain aspects of the process was necessary but that the process 
as a whole appeared to be sound. The Materials Advisory Board was not 
inclined to recommend a commercial-scale plant without a large pilot-plant opera- 
tion on a project of this magnitude unless it was determined by the Government 
that the additional nickel and cobalt production from Cuba was urgently 
required. 

There was no record of any final action taken by GSA on the Bethlehem 
proposal of August 1954. 


Proposal under revised goal 


On July 18, 1956, shortly after the announcement of the revised nickel expan- 
sion goal by ODM, Bethlehem submitted a new proposal to construct a nickel- 
processing plant in Cuba capable of producing 30 million pounds of nickel a 
year. This proposal was contingent upon an Export-Import Bank loan to 
finance the project. Bethlehem proposed to devote the entire net revenues of 
the operations to the repayment of the loan. 

At the request of GSA for comparable estimates for plants of larger capacity, 
Bethlehem submitted, on August 23, 1956, budget estimates for plants of 50 and 
70 million pounds of annual nickel capacity. 


Salient features of Bethlehem proposal 


1, Bethlehem would organize a Cuban corporation, whose operations would 
not be subject to U.S. taxes and all of whose stock would be issued to and owned 
by Bethlehem. 

2. Bethlehem would transfer to this Cuban corporation, its port, plant, and 
housing at Felton, Cuba (the port for Mayari), in addition to a railway from the 
port to the mines and the proposed plant site and all present mining equipment. 
These assets were valued at $10 million by the GSA engineers. 

8. Bethlehem would transfer, free of royalties, the rights to use the moist- 
ammonia process and sufficient ore reserves from the Bethlehem Mayari reserves 
to operate at capacity production for 35 years. GSA engineers estimated the 
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value of the ore reserves to be transferred to the Cuban corporation at about 
$36 million on the basis of a 30-million-pound-a-year plant. 

4. Bethlehem would construct a nickel-processing plant capable of producing 
30, 50, or 70 million pounds of nickel and 3, 5, or 7 million pounds of cobalt a year 
whichever the Government desired, at estimated costs of $75, $107.5, or $1375 
million. respectively. 

5. Bethlehem requested a loan from the Export-Import Bank at 414 percent 
interest for the full cost of the plant. 

6. Bethlehem would devote the entire net revenue of its operations to the re 
payment of the loan. Depending on the degree of tax burden imposed by the 
Cuban Government, the repayment would be completed in from 7 to 16 years 

7. Bethlehem would not require the U.S. Government to purchase any of the 
nickel or cobalt produced at the plant. 

8. Until the date of repayment in full of its loan, Bethlehem would give the 
Government the right to call upon the company for 50 percent of its nickel output 
and would sell the nickel to the Government at 90 percent of the market price at 
time of delivery, but not less than the costs of mining, processing, and transportg. 
tion. 

GSA review of the Bethlehem proposal 

On September 4, 1956, the engineering staff of the Defense Materials Service 
of GSA analyzed the proposal. The analysis cited as an advantage the fae 
that the Bethlehem plan would secure additional nickel productive capacity of 
up to 70 million pounds a year. Other advantages cited were (1) that it did not 
commit the Government to purchase any nickel at all but still made the supply 
available either to industry or to the Government, (2) that it would save the 
Government 6.45 cents a pound on the then prevailing market price of nickel 
if it decided to purchase (at the current market price this saving would amount 
to 7.4 cents a pound), and (3) that it would not require the purchase of any 
cobalt which the GSA staff considers was not needed by the Government. This 
analysis cited as a disadvantage the fact that the proposal called for Govern- 
ment financing by means of an Export-Import Bank loan, The engineering staff 
concluded its analysis of the proposal with the statement that— 

“While it represents a departure from the policies expressed in the recent 
nickel-expansion program we believe the proposal is far more economical and 
beneficial in the long run than any heretofore proposed by any nickel company 
and should be the pattern for a final contract for nickel.” 

The policy departure mentioned had reference to the loan requested by Beth- 
lehem. ODM had only authorized rapid tax amortization, purchase contracts, 
and premium prices as incentives to achieve the Government’s revised nickel-ex- 
pansion goal and had not authorized any loans. The Commissioner, Defense 
Materials Service, concurred in this recommendation and in a memorandum 
dated September 6, 1956, recommended to the Administrator of General Services 
that the Bethelehem proposal be brought to the attention of the Director, ODM, 
with the suggestion that he be urged to revise the expansion directive to permit 
negotiation under the terms outlined in the proposal. 

On September 20, 1956, the Bethelehem proposal, together with the evaluation 
of the proposal by the GSA staff, was sent to the Director, ODM, by the Admin- 
istrator of General Services. The Administrator pointed out that, while the 
proposal diverged from the incentive terms of the revised expansion program, he 
believed that it represented a plan which should be considered. 


ODM action on Bethelehem proposal 


In October 1956, after considering the Bethelehem proposal, ODM contacted 
the Export-Import Bank in regard to the financial details of the proposal and 
the propriety of amending the outstanding ODM policy statement with respect 
to the nickel-expansion program. GSA records disclosed that informal conver- 
sation between ODM officials and officials of the Export-Import Bank indicated 
that the type of expansion proposed by Bethelehem fell within the category of 
projects generally acceptable for financing by the Bank. 

Further consideration was given to the Bethelehem proposal after receipt of 
the Freeport proposal of October 17, 1956. Although the Export-Import Bank 
had indicated that the loan was of the type it usually made, ODM decided that 
the policy should not be amended to permit the granting of loans. The decision 
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of ODM was in accord with the consensus of the Defense Mobilization Board,’ 
some of the members of which cited the precedent-setting character of the 
pethelehem proposal which could have an adverse effect on the overall Govy- 
emment efforts to stem inflationary trends. Moreover, since it appeared that 
substantial progress toward achieving the Government’s nickel expansion ob- 

tive might result without resort to the use of Government loans, ODM consid- 
ered that a legitimate case could be made against such loans being employed in 
competition with private funds. 

Ina press release dated November 8, 1956, the Office of Defense Mobilization 
mled out direct Government loans as an incentive to industry for increasing 
U.S. nickel supplies. 

Withdrawal of Bethiehcm proposal 

In effect, the Bethlehem Steel Co. withdrew its proposal on November 14, 1956, 
when it advised GSA 

“¢ * * that the price and quantity limitations of the existing ODM directive 
on nickel-expansion incentives so restrict its effectiveness with respect to the 
nickel-development programs we have had under discussion that any arrangement 
within the scope of the existing directive would fall far short of justifying the 
investment that would be involved, particularly in view of the uncertainty as to 
the source of the demand that would support an annual nickel supply of 440 
nillion pounds.” 

Since that time negotiations have been underway between GSA and Bethlehem 
tohave Bethlehem seil GSA some of its Mayari ore reserves for use in the Govy- 
emment Nicaro nickel project. The proceeds of the sale would be used by 
Bethlehem to construct a small nickel plant capable of producing abont 41% 
nillion pounds of nickel per year in Cuba. 


Comparison of Bethlehem proposal ivith Freeport contract 


The following tabulation sets forth the provisions of the Bethlehem proposal 
mder the revised expansion goal and the Freeport contract No. DMP-134 for 
comparative purposes: 








Bethlehem proposal Freeport contract 
Production capacity 30,000,000 to 70,000,000 Ibs a year 50,000,000 lbs a year. 
Ore reserves. - Sufficient for 70,000 lb, annual produc- | Sufficient for 50,000 lb. production for 
tion for several hundred years. about 20 years. 
Construction time 2)¢ years... ..| 2% years. 
Financing plans - - - ..| Export-Import Bank loan of from | $80,000,000 private bank loan; $30,000,000 


$75,000,000 to $137,500,000, secured 
by pledge of capital stock of the 
Cuban subsidiary. 
Rapid tax amortization | None—contractor is Cuban corpora- 
for U.S. income tax tion not subject to U.S. income taxes 
Contractors’ right to | None 
tender metals. 


bond issue: plus contributed work- 
ing capital up to $10,000,000 


| 

| 80 percent of cost of facilities estimated 

} at $95,000,000. 

| Maximum of 271,000,000 Ibs of nickel 
at $0.74 a pound, and maximum of 
23,835,000 Ibs. of cobalt at $2 a pound. 

30 percent of nickel production at 

market price but not less than $0.74 
a pound. 


Government’s right to | 50 percent of nickel production at 10 

purchase nickel. | percent helow market price, but 
not less than costs of mining, proc- 
essing, and transportation, 





Insofar as the productive capacity, ore reserves, and construction time of both 
projects are concerned, there are no significant differences, except that the 
Bethlehem ore reserves, the largest known nickel field in the world, will last 
considerably longer than Freeport’s. The major differences concern the finane 
ing plans, rapid tax amortization, and the rights of the parties to tender and 
purchase metals. Our comments on these aspects follow. 


Financing plans 


Both the Bethlehem proposal and the Freeport contract contemplate con- 
struction costs of around $100 million for a 50-million-pound annual capacity 
project. In the case of Bethlehem, the capital was to be furnished by a Gov- 





‘The Defense Mobilization Board is in the Office of Defense Mobilization and provides 
‘Means for coordinating the policies and activities of the principal departments and 
agencies participating in the defense program. 
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ernment loan. The Government loan feature was apparently a key point jp 
the Bethlehem proposal, since Bethlehem, in effect, withdrew its proposal whey 
ODM ruled out direct Government loans as an incentive under the revigeg 
nickel-expansion goal. In the case of Freeport, practically all its capital wiy 
be derived from a private bank loan and the sale of debenture bonds. 

The Bethlehem proposal would have entailed a degree of risk to the Govern. 
ment not present in the Freeport contract. If the Bethlehem plant failed to 
produce nickel for any reason, the Government could lose a part of the amount 
loaned to Bethlehem’s Cuban subsidiary. A portion of this loan would haye 
been secured by the ore reserves which could be utilized in the Government's 
Nicaro nickel project. The ore reserves would have amounted to about 59 
million tons. GSA has estimated that, on the basis of one-half of the $1.45 a ton 
currently paid to Freeport for some of the ore used at the Government Nicaro 
nickel project, the Bethlehem ore block would be worth about $36 million, 
There was no indication in the GSA records as to why only one-half of the 
current price paid to Freeport for the ore used at the Government project was 
considered a fair value for the Bethlehem ore. Additional security for the 
Bethlehem loan was to have been the port, housing, rail, mining, and other 
facilities already owned by Bethlehem in Cuba, said to be worth about $10 
million by the GSA engineers. 

In the event the Freeport plant does not produce an acceptable product, the 
Government would not bear any of the risk of loss. 


Rapid tax amortization for U.S. income tar 

Only the Freeport contract provides for this feature. Since the Bethlehem 
proposal would have been executed through a company incorporated in Cuba 
and subject only to Cuban taxes, the rapid-tax-amortization incentive could not 
be granted. 


Contractor's right to tender metals 

The Bethlehem proposal did not require the Government to buy any of the 
nickel or cobalt to be produced at the facility. The Freeport contract, in con- 
trast, obligates the Government to purchase a maximum of 271 million pounds 
of nickel and 23,835,000 pounds of cobalt produced at the refinery, if tendered 
by the contractor, at a potential total cost to the Government of over $248 million, 


Government's right to purchase nickel 

The Bethlehem proposal gave the Government the right to call upon the con- 
pany for more nickel at lower prices than the Freeport contract. On plants of 
50 million pounds annual nickel capacity, Bethlehem could have been required 
to sell to the Government 25 million pounds of nickel a year at 90 percent of 
the market price. Under the Freeport contract, the contractor can be required 
to sell to the Government only 15 million pounds of nickel a year at market price 
or $0.74 a pound, whichever is higher. 

At a market price of $0.74 a pound, if the Government called upon Freeport 
for 15 million pounds of nickel the cost to the Government would be $11,100,000. 
The same quantity under the Bethlehem proposal would have cost the Govern- 
ment $9,990,000. 

INCO PROPOSAL 
Background 

According to a letter dated May 17, 1957, from the president of Inco to GSA, 
Ineo, on October 30, 1956, in a meeting with the Director, Office of Defense 
Mobilization, informed the Government that it was prepared to put forward & 
proposal in response to the revised nickel-expansion goal announced by ODM in 
May 1956. There was discussed at this meeting the matter of whether Inco 
would have equitable access to the national stockpile for a portion of any of 
the new nickel production it intended to bring into being at Mystery-Moak Lakes 
and Sudbury if access were to be accorded for new production from Cuba. 
Inco was advised by ODM to submit a specific proposal to GSA. 

Thereafter discussions were held with the Deputy Administrator of GSA and 
the Commissioner of the Defense Materials Service, GSA. Following these dis 
cussions, a formal proposal was submitted by Inco to GSA on November 19, 1956. 


Salient features of Inco proposal of November 19, 1956 

1. Inco, at its own expense, would develop a new nickel-producing project it 
northern Manitoba and expand its Sudbury project, with a total net additional 
annual nickel production of about 105 million pounds. This proposal would 
cost Inco over $115 million in northern Manitoba alone. 


to 
su 


re 
ie 


19 
de 
ar 
me 


er 
me 
ne 
wi 
inc 
an 
Wil 
dis 
nes 
Cor 


No 


if 
wou 
poss 
cont 
of a 
Dis; 

8 
on | 


bint in 
1 when 
revised 
al will 


rOVvern- 
iled to 
imount 
d have 
iment’s 
out 50 
5 a ton 
Nicaro 
million, 
of the 
ct was 
for the 
1 other 
mut $10 


net, the 


thlehem 
n Cuba 
uld not 


of the 
in con- 
pounds 
endered 
million, 


‘he con- 
lants of 
required 
reent of 
required 
cet price 


Freeport 
100,000. 
Govern: 


to GSA, 
Defense 
rward & 
ODM in 
her Inco 
f any of 
ak Lakes 
m Cuba. 


(SA and 
hese dis- 
19, 1956. 


roject in 
dditional 
al would 


NICKEL-COBALT CONTRACT OBLIGATIONS 71 


9. If the Government so desired, it would have the right to purchase up to a 
total of 200 million pounds of nickel over a 5-year period ending in 1963. If, 
during that time, Canada and the United States were at war with a common 
enemy, the quantity of nickel could be increased to 400 million pounds. The 
price of the metal so purchased would be Inco’s prevailing market price at time 
of delivery. 

8. Inco would have the right to sell to the Government for stockpile, out of 
its new production, up to approximately 32 percent of such production for the 
5 years 1961 through 1965. This right to sell would be limited to (1) 200 million 

punds of nickel or (2) $150 million worth of nickel. The price of the nickel 
to be sola to the Government would be the Inco prevailing price at time of delivery 
subject to downward revision under certain circumstances. 

4, If at the end of 1959 any obligations which the U.S. Government may have, 
to purchase nickel during the 5-year period 1961 through 1965 from one or more 
suppliers of nickel produced from Cuban ores, amount in the aggregate to less 
than 200 million pounds, Inco would be prepared to negotiate a corresponding 
reduction in the Government's obligations to buy from it. 


GSA action on Inco proposal 

Inco’s proposal was discussed with the Administrator, GSA, on November 20, 
1956, and GSA declined to accept the proposal because GSA did not want to deal 
definitively with Inco until further consideration had been given to proposed 
arrangements for increased nickel production in Cuba. At the November 20, 1956, 
meeting Inco asked for advice on the nature of the consideration which would 
be given it in the event consideration was given to new Cuban production. 

According to letter dated November 23, 1956, from the Administrator of Gen- 
eral Services to the president of Inco, the Government informed Inco at the 
meeting of November 20 that, should the United States enter into contracts for 
new nickel production in Cuba, consideration would be given to providing Inco 
with the right to sell a portion of its new nickel production to the Government. 

On December 5, 1956, Inco publicly announced its expansion plans for the net 
increase in production of 105 million pounds of nickel at Mystery-Moak Lakes 
and Sudbury. 

According to Inco’s letter of May 17, 1957, the matter was again taken up 
with the Administrator, GSA, on March 7, 1957, and it was agreed to defer the 
discussion of Inco’s proposal pending the outcome of the then current GSA 
negotiations with Freeport. 


Comparison of Inco proposal with Freeport contract 


The following tabulation sets forth the provisions of the Inco proposal of 
November 19, 1956, and the Freeport contract for comparative purposes. 





| Inco proposal Freeport contract 
—|—- ; = edeniaieataems mrasthdeteeseiliiacaiesisdiideieaee 
Production capacity.....| 105,000,000 pounds a year (additional)-_.| 50,000,000 pounds a year, 
Construction time.......| 24 years. -__- ecacccuca! 2a youre. 
Financing plans | $115,000,000 privately financed__.__....| $80,000,000 private bank loan; $30,000,- 


eas a! | 000 bond issue plus contributed 
working capital up to $10,000,000. 


Rapid tax amortization | None—contractor is Canadian cor- | 80 percent of cost of facilities estimated 


for U.S, income tax. poration not subject to U.S. income at $95,000,000. 
| taxes. 
: | , ; J 
Contractors’ right to | Maximum of 200,000,000 pounds of | Maximum of 271,000,000 pounds of 
tender metals. | nickel at Inco prevailing price sub- | nickel at $0.74 a pound; maximum of 
ject to downward revision. | 23,835,000 pounds of cobalt at $2 a 
| pound. 
Government’s right to | A total of 200,000,000 pounds of nickel | 30 percent of nickel production at 
purehase nickel. in peacetime with additional 200,- market price but not less than $0.74 
000,000 pounds in event of war at a pound—estimated to be about 
market price at time of delivery. 81,000,000 pounds over life of contract. 


It is to be noted that the additional nickel production from the Inco project 
would be more than double the Freeport production. In addition, the Inco pro- 
posal did not require the Government to buy any cobalt whereas the Freeport 
contract requires the Government to buy up to 23,835,000 pounds at a total cost 
of about $47 million. 


Disposition of Inco proposal 


Subsequent to the execution of the Freeport contract, Inco submitted to GSA 
on May 17, 1957, a modified proposal with respect to its new nickel production 
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facilities in Canada. On July 2, 1957, Inco was advised by the Administrator 
of General Services that its proposal of May 17, 1957, was not acceptable to the 
United States Government. 


APPENDIX 


GENERAL SERVICES ADMINISTRATION, 
Washington, D.C., March 8, 1957. 
FREEPORT SULPHUR CoO., 
161 East 42d Street, 
New York, N.Y. 

GENTLEMEN : Pending the execution of a definitive contract with Cuban Amer. 
ican Nickel Co. (hereinafter referred to as “the contractor’), the United States 
of America, acting by and through the Administrator of General Services (here. 
inafter referred to as “the Government’), agrees with the contractor, a wholly 
owned subsidiary of Freeport Sulphur Co., and with Freeport Sulphur Co., as 
follows: 

The contractor agrees that it will, with or without one or more subsidiaries 
of Freeport Sulphur Co., or of the contractor, at its or their own expense cop. 
struct or cause to be constructed a refinery and related facilities in the United 
States, and other facilities in Cuba, designed to produce annually not less than 
30 million pounds of nickel metal and approximately 4,400,000 pounds of cobalt 
metal from ores derived from properties at or near Moa Bay, Cuba, now owned 
by one or more subsidiary companies of Freeport Sulphur Co. 

Freeport Sulphur Co. agrees with the Government to retain until June 30, 1965, 
ownership and control over not less than 75 percent, on the basis of voting 
rights and of rights to share in the corporate assets in the event of dissolution, 
of the outstanding capital stock of the contractor. 

The Government will, on 15 days’ notice and subject to inspection, accept all 
nickel metal and cobalt metal that meet national stockpile specifications and 
are produced at such refinery from such ores which the contractor may tender 
to the Government and will pay 74 cents a pound in respect of nickel meta] 
and $2 a pound in respect of cobalt metal, delivered f.o.b. common carrier, the 
contractor's refinery in the United States, in such physical form and minimum 
quantities as may be satisfactory to the Government. Such nickel metal and 
cobalt metal shall be packaged in accordance with Government specifications, 
and the packaging shall be for the account of the contractor. 

The obligation of the Government to accept and pay for such nickel metal and 
cobalt metal shall terminate when the cash return realized by the Contractor 
and its corporate affiliates from the operation of such facilities reaches $98, 
129,000, The term “cash return’ means the sum of (1) net profits after taking 
into account all proper expenses and taxes (but before dividends and distribu- 
tions of income or capital or amortization of debt and without charge in the 
form of royalties or otherwise for the ore or for exploration and development of 
ores not required for the production of 271 million pounds of nickel metal) and 
(2) charges against operating income not entailing the outlay of cash, such as 
depreciation, accelerated or development amortization, and depletion and other 
valuation reserves. The termination of the Government’s obligations on the 
basis of the realization of such cash return assumes that the total of capital costs 
(as listed in schedule I annexed hereto) will equal or exceed $106,840,000. In 
the event such total of capital costs accrued as of June 30, 1960, or as of the 
close of the twelfth calendar month after the first month in which there shall 
have been produced 1 million pounds of salable nickel, whichever date is the 
earlier, amounts to less than $106,840,000, such a termination of the Government's 
obligations shall occur when such cash return reaches an amount equal to 
$98,129,000 less 75 percent of the difference between $106,840,000 and the actual 
total of capital costs accrued as of such earlier date. 

The determination of “cash return” and “total of capital costs” shall be in 
accordance with sound accounting principles and practices and shall be made 
by certified public accountants, and under an audit program, approved by the 
Government. 

The right to tender to the Government shall pertain only to metals meeting 
national stockpile specifications and is limited to the first 271 million pounds 
of salable nickel produced at such facilities from such ores and to the cobalt 
so produced during the production of that amount of nickel, but not more than 
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98,835,000 pounds of cobalt. The right so to tender metals to the Government 

shall terminate, in any event, on June 30, 1965. 

The Government shall have the right to require until June 30, 1965, the sale 
py the contractor to the Government of nickel metal meeting national stock- 
ile specifications and amounting to not more than 30 percent of the nickel metal 
estimated to be produced at the contractor’s refinery during each half year ending 
June 30 and December 31, respectively. For this purpose the contractor shall 
notify the Government of the amount of the estimated production 4 months in 
advance of each half year, and the Government shall, 2 months in advance of 
each half year, specify the amount of nickel metal that it requires during such 
half year. The price to be paid to the contractor by the Government for nickel 
metal delivered to the Government under this paragraph shall be a price f.o.b. 
common carrier, the contractor’s refinery in the United States, equal to the quoted 
market price for electrolytic nickel metal, f.o.b. common carrier, Port Colborne, 
Ontario, duty paid, prevailing at the time of delivery; but not less than the price 
hereinabove provided with respect to nickel metal which may be tendered to 
the Government. 

The agreement assuines the application, pursuant to section 168 of the Internal 
Revenue Code of 1954, for certificates authorizing accelerated amortization 
as emergency facilities of SO percent of the required facilities, and is based upon 
the issuance of such certificates by the proper certifying authority. 

This agreement is entered into pursuant to the Defense Production Act of 1950, 
as amended, and the Federal Property and Administrative Services Act of 1949, 
as amended, and all contract provisions now required by Federal law, Executive 
order, or applicable regulations, to be included in contracts of this type are incor- 
porated herein by reference. 

THE UNITED STATES OF AMERICA, 
By FRANKLIN G. FLOETE, 
Administrator of General Services. 

Accepted : 

FREEPORT SULPHUR Co., 
By LANGBOURNE M. WILLIAMS 
Presid 

Date: March 8, 1957. 

CUBAN AMERICAN NICKEL Co. 
By LANGBOURNE M. WILLIAMS, 
President. 


Date: March 8, 1957. 
Schedule I. Moa Bay project 


Cost of construction (from estimate dated Sept. 7, 1956) : 


Cuba_ Bc cab handles ets id oe pai oa sages eeasalica encanta ag ae eae eae 

~ nited. ‘St: ites Rese eee 9) LIE ee shih eel etl baint dls tte 24, 000, 000 

Total apie ii ttn seo eisai ce ga cscs append 76, 000, 000 
Allowance for initial revisions, startup expenses, inflation and 

contingencies______ peers tase eich Fiche kak ecg lnk hot ae ee 18, 000, 000 

an 95, 000, 009 

Costs transferable from Freeport Sulphur Co____-----____________ 1, 300, OOu 
Interest expense and financing costs prior to commencing 

NEN 20 cata oe andes oak astncs esse cote dns Wh eas adn tee me Sea eee 8 040, 000 
Organizational and development costs prior to commencing 

nny ©5525) tee ti taba aes ee ee Dor ee nee 2, 500, 000 

OR Pe |: a i ne er ae os 106, 840, 000 


Mr. Brooks. You have a question, Mr. Wallhauser ? 

Mr. Watiuavser. You raised a question about the Bethlehem pro- 
posal. Did their total resources—would they have been available 
under their pr oposal to the Government ? 

Mr. Cuaram. They were going to offer—I have something here on 
that. Bethlehem was going to organize a Cuban corporation. Nat- 
urally, their Cuban corporation’s operations would not be subject to 
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United States taxes, and all of the stock would be issued to and owned 
by Bethlehem. 

Bethlehem was to tr ansfer to this Cuban corporation its port, plant 
and housing at Felton, C at was the port for Mayari—in addi- 
tion to a railway from the Beet to the mines, and a proposed plant site 
and all present mining equipment. 

Now, these assets were valued at § $10 million by GSA engineers, 

Then Bethlehem was also going to transfer free of royalties the 

rights to use the moist ammonia process and sufficient ore reserves to 
operate at capacity production for 35 years. 

GSA engineers estimated the value of the ore reserves to be trans- 
ferred to the Cuban corporation at about $36 million on the basis of 
a 30-million-pound-a-year plant. They were going to transfer the ore 
reserves and all of this equipment they had. 

Mr. Brooks. The ore reserves were valued on the basis of the same 
royalty paid Freeport for the ore it was buying? 

Mr. Cuaram. No, sir. It was valued on the basis of one-half the 
royalty it was paying Freeport. 

Mr. Brooks. So if it had been valued on the basis of the royalty 
then paid Freeport, the value of the ore reserves to Bethlehem would 
have been something in the neighborhood of what—$72 million ? 

Mr. Hentc. That would be right. 

Mr. Cuaram. That would be right. 

Mr. Henic. Perhaps a little bit higher, because the price of the 
Freeport ore increased subsequent to the Bethlehem offer. 

Mr. Brooxs. All right. 

Well, now, Mr. Charam, as I understand your testimony, you found 
that if it is necessary to purchase maximum quantities of nickel and 
cobalt, the Government would commit or spend in excess of $248 
million ? 

Mr. Cuaram. Right. 

Mr. Brooxs. You found that 74 cents is the highest price charged 
for nickel in the last 26 years, or was it 28 years ? 

Mr. Cuaram. The highest market price. 

Mr. Brooxs. The highest market price in 28 years ? 

Mr. Cuarm. 28 years. 

Mr. Brooks. You found that if the price of nickel goes up, then 
the Government will pay the higher market price on any nickel it 

calls for ? 

Mr. Cuaram. That is right. 

Mr. Brooks. Or is forced to accept under the tender provision of 
the contract ? 

Mr. Cuaram. No, not under the tender. If the Government wants 
to call on the nickel production of Freeport and the price goes above 
74 cents, it will pay the higher price. It will pay whatever the market 
price is above 74 cents. 

Mr. Brooks. All right. 

Mr. Cnaram. But if it is forced to take nickel, it will only pay 
74 cents. 

Mr. Brooks. All right, Now, if the price declines below 74 cents, 


would the Government continue to pay 74 cents a pound on that which 
it called ? 
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Mr. Cuaram. Yes. In other words, it can’t pay less than 74 cents 
if it calls on the contractor for nickel, even though the market price 
oes below. 

Mr. Brooxs. Yes. 

Mr. Cuaram. If the market price goes below and the contractor 
tenders, we still pay 74 cents. 

Mr. Brooks. Now the quantities—271 million pounds of nickel, plus 
93,835,000 pounds of cobalt at $2 per pound ¢ 

Mr. Cara. Yes. 

Mr. Brooks. The quantities and the prices are intended to permit 
the contractor to recover during the first 6 years of production an esti- 

mated $98,129,000 of the initial estimated capital investment of the 
$119 million ; is that correct ¢ 

Mr. Cuaram. That is right. 

Mr. BROOKS. Now, indications of a dec ‘line in price ot both nickel 
and cobalt by 1960 have already been noted. And I think you pointed 
out that cobalt is now selling at $1.75? 

Mr. Cuaram. That is right. 

Mr. Watiuauser. May I ask a question at this point, Mr. Chair- 
man ? 

Mr. Brooxs. Mr. Wallhauser. 

Mr. Watiiauser. Who established these prices of nickel and cobalt ? 
How were they established ? 

Mr. Cuaram. Of course, the predominant factor in the nickel price 
has been International Nickel up to now. 

Mr. WatuHaAuser. They in effect establish the prices; do they? 

Mr. Cuaram. Yes. 

Mr. WatuHauser. All right, Mr. Chairman. 

Mr. Cuaram. They have up to now. 

Mr. Brooxs. Now, if there is a price decline, Mr. Charam, the Gov- 
ernment, in view of its stoc kpile position, could lose ap to $2,710,000 
for each 1-cent drop in the price of nickel; is that right ¢ 

Mr. Cuaram. If it issold—— 

Mr. Brooks. If it is bought and then they had to sell it ¢ 

Mr. Cuaram. Had tosell it at the reduced price. 

Mr. Brooks. All right. And the Government could lose up to 
$238,350 for each 1-cent drop in the price of cobalt ? 

Mr. Cuaram. Have you the figure? 

Mr. Henia. That is correct, sir. 

Mr. Cuaram. Yes, sir. 

Mr. Brooks. Now, back to your point, Mr. Wallhauser. 

On February 17, 1959, cobalt was selling at $1.75, which is a drop 
of 25 cents a pound. And if this situation should continue, Mr. 
Charam—and we can’t predict on that, of course—the Government 
would stand to lose $5,958,000, at that $1.75 ) price; is that right? 

Mr. Cuaram. That is correct. 

Mr. Brooks. I wondered, while we are on this subject, who are the 
prine ipal officers now of this company? Did you look into that? 

Mr. Cuaram. Well, in our report—at the time we made our review, 
the latest information we had was December 31, 1956. 

Mr. Brooks. Well, currently, though, I assume— 

Mr. Cuaram. I am not certain of that. 
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Mr. Brooxs. You are not certain about the officers / 

Mr. CHaram. No. 

Mr. Brooks. Well, that is all right. 

You stated there was an unfavorable report on the Freeport pro- 
posal by the GSA, did you not, Mr. Charam? 

Mr. Cuaram. The GSA staff analyzed the Freeport proposal and 
had an unfavorab!e conclusion, that is right. That was just the staff 
rendering advice to the Administrator. 

Mr. Brooxs. Now, who approved this analysis? 

Mr. Cxraram. This analysis was approved, as I said, by Mr. Weaver. 

Mr. Brooks. Yes. 

Mr. Cuaram. Who was the Commissioner of Defense Materials 
Service. He approved it and then it went up to the Administrator, 
who in turn forwarded it to ODM. 

Mr. Brooxs. Forwarded it to the ODM office, Dr. Flemming? 

Mr. Cuaram. Thatis right. 

Mr. Brooxs. And pointed out in that, as I recall, that “the analysis 

cast doubt upon the advisability of accepting the proposal” ? 

Mr. Cuaram. Yes, sir. 

Mr. Brooxs. Which doubt you shared? 

Mr. CHaram. Well, we didn’t actually make a determination on 
this matter. 

Mr. Brooks. You just analyzed what it did? 

Mr. CHaram. That is right, what the facts are. 

Mr. Brooxs. Now, the Engineering Section “9 the Defense Ma- 
terials staff recommended the Bethlehem proposal: did they not? 

Mr. Cuaram. Yes, sir. They recommended to the Administrator 
that they thought that this was a good arrangement and should serve 
as the basis for future nickel expansion contracts. 

Mr. Brooks. They thought that that was the basis for future ex- 
pansion goal? 

Mr. CuHaram. They thought that was a good idea. 

Mr. Brooks. For contracts? 

Mr. Cuaram. Good form: yes, sir. 

Mr. Brooks. Did they feel it would be more economical and bene- 
ficial in the long run? Was that the gist of their argument? 

Mr. Craram. Well, presumably 

Mr. Brooks. From page 38 of that report. 

Mr. Cuaram. Yes, sir. They stated—they believed the proposal 
was more economical and beneficial in the long run than any that here- 
tofore had been proposed. 

Mr. Brooxs. All right. As I understand it, Bethlehem offered to 
assign ore reserves worth in excess of $72 million, as we explained 
a minute ago? 

Mr. Cuaram. If valued at the same price that we were paying 
Freeport. 

Mr. Brooks. At that price? 

Mr. CHaram. Yes, sir. 

Mr. Brooks. I wanted to say, if we have any further questions that 
the committee wants to ask—Mr. Charam is probably as well informed 
as anybody on this entire matter: 

Do you have : any further questions, Mr. Wallhauser ? 

Mr. Watinavser. I just have this one question. 
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Would you say that the idea of establishing an American company 
producing for ourselves is very important in the nickel production 
field? Would there be any weight given to you 

Mr. Craram. We stayed clear of making that sort of a determi- 
nation. I mean that is for the ODM and GSA to determine. 

Mr. WatiHavser. But if they make that policy, why, you would 
accept that ? 

Mr. Craram. We went along with it. 

Mr. Brooks. Any questions, Mrs. Weis ? 

Mrs. Werts. I would like to ask a question, Mr. Brooks. 

It is my understanding, Mr. Charam, that there is an original pro- 
posal from Freeport Sulphur, and then there is a subsequent—the final 
contract was different from the original proposal ? 

Mr. Cuaram. Well, if you will look in the report, I believe it would 
give a history—- 

Mrs. Wets. Well, on page 3—— 

Mr. Cuaram. There are various proposals. 

Mrs. Wets. It makes a reference to a more favorable terms than orig- 
jnally offered by the company. What I wanted to know: This analy- 
sis that. you reported, was it made on the first proposal, on subsequent 
proposals, or on the final contract as signed ? 

Mr. Cuaram. Well, this statement in the contract background re- 
ferred to a proposal 3 years earlier than the one we are talking about 
now. 

Mrs. Weis. But the analysis was made—— 

Mr. Craram. ‘The analysis was made on the one submitted pursuant 
to the revised expansion goal of May 1956. 

Mrs. Weis. But not on the final contract as signed ? 

Mr. Cuaram. It was made on the last formal proposal made by 
Freeport, which culminated into this contract. 

Mrs. Weis. Without change, virtually ¢ 

Mr. Cuaram. No. There were changes in prices and terms. 

Mr. Brooks. Mr. Charam—pardon me, Mrs. Weis. 

Mrs. Wets. Yes, sir. 

Mr. Brooxs. Maybe to clarify this question they have in their 
mind—the original letter was submitted, when—January 10? 

Then they had a turndown on February 26. Then there was an 
agreement reached on March 6—— 

Mr. Henprerson. Seven. 

Mr. Henia. The original proposal, sir, was October 17, 1956. 

Mr. Brooks. Yes. 

Mr. Hence. Modified by a proposal on November 29, 1956, and 
modified again by a proposal on January 10, 1957. They were the 
only formal proposals that we had seen. 

Mr. Brooxs. That is right. January 10 was the last letter or pro- 
posal that you had to work with. Then they modified that apparently 
without a formal submission. 

Mr. Cuaram. That 

Mr. Brooks. Is that the gist of it ? 

Mr. Cuaram. That refers to this point we make, about the lack of 
adequate documentation. There were a lot of meetings between GSA 
and the contractor, and they just thrashed out a lot of points involved 

| brought some of the prices down and brought some new terms in. 
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Mr. Brooxs. Now, what Mrs. Weis and what I am also interested 
in trying to determine is whether the January 10 proposal which you 
did analyze, was also analyzed in the light of the final contract which 
we have studied. 

Now, what is the difference between the January 10 proposal and 
the final contract, which was consummated and signed? Just gen- 
erally ? 

Mr. Hente. Basically, the price asked by Freeport, sir. In the 
January 10 proposal, I believe Freeport asked for a price of 90 cents, 
or between 80 and 90 cents, depending on the cost of the additional— 
of the facilities needed to produce this much nickel. The final con- 
tract comes down to a flat 74 cents a pound. 

Mr. Brooks. Any other changes in that January 10 proposal that 
you noted ? 

Mr. Cuaram. Yes. I see here the price of cobalt in the January 10 
proposal would have been $2.35 a pound, and the final contract was 
down to $2 a pound. 

Mr. WatiHovuser. Mr. Chairman. 

Mr. Brooxs. Mr. Wallhouser. 

Mr. Watxinouser. This question occurs to me. These prices that 
we hear about: were they picked out of the air or were they the market 
price at the time? The price at which the contract was negotiated— 
the 74 cents ? 

Mr. Cuaram. The 74 cents was the market price of nickel at the 
time. 

Mr. Wattuouser. That was the market price at the time. 

Mr. Brooks. And $2, I believe, was the market price at the time ? 

Mr. Watinavser. It was the market price at the time ? 

Mr. Brooks. At that time; yes, sir. 

Mr. WatinaAvser. Would you not agree that all forecasts that I 
have ever seen would say that there would be a shortage of nickel 
and a great demand, increased demand for nickel in the future? 
Wouldn’t you say that the probability is that the price would go up, 
rather than down ? 

Mr. Cuaram. Well, we have in our report, sir 

Mr. Watiuavser. I haven’t read the report completely, I am sorry 
tosay. It wasn’t given to me in time. 

Mr. Cuaram. The statement made by Dr. John F. Thompson, chair- 
man of the board of International Nickel, in an address to the Inco 
shareholders, April 24, 1957, about a month after this contract was 
let 

Mr. WatiuaAuser. By whom was this made? 

Mr. Cuaram. It was made by Dr. John F. Thompson, chairman 
of the board of Inco—International Nickel. He stated that: 

Assuming defense demand remains at its present level and that nickel is not 
taken in 1961 for Government stockpiling, the 1956 rate of world civilian con- 
sumption of nickel will have to be increased by more than 75 percent in order 
to absorb the output resulting from the expected expansion of nickel-producing 
eapacity. It is evident that a huge new demand must be stimulated. 

So there already were signs right around that time of the need to 
stimulate a tremendous demand to take up this large amount of pro- 
duction once we stopped taking for the stockpile, which we just about 
did, I guess. 
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Mr. WatiuHavser. I see. 

Mr. Brooxs. Well, Mr. Charam, I want to thank you—do you have 
any further questions, Mrs. Weis? Does that clarify that? 

Mr. Watiuauser. Mr. Chairman. 

Mr. Brooxs. Mr. Wallhauser. 

Mr. Wauiuauser. I would like to make one point. The quotation 

ou are quoting from is a competitor of this company that actually got 
thecontract. While I know he would say what he felt, perhaps another 
economist might have had some other comment on the same point. 

Mr. Cuaram. We did interview economists or people close to devel- 
opments in the area of cobalt, and they furnished us advice also of an 
impending glut in the market for cobalt. We brought that out in our 
report, and on the basis of which we more or less considered a drop in 
the market price could very well come about, and it did, after a while. 

Mr. WatiuH4vser. But in the nickel field you just quote that one 
statement ? 

Mr. Cuaram. That is right. 

Mr. Brooks. Well, Mr. Charam, I want to thank you very much; 

ou, Mr. Henig, and Mr. Lynn. I want to thank you for your courtesy 
incoming over. The Congress, I think, appreciates your efforts. 

Mr. Watiuauser. I thank him, too, on behalf of the minority. 

Mr. Brooks. I think we are all grateful for the work you all do in our 
common behalf. We appreciate your coming down. 

I wondered, Mrs. Weis, and Mr. Wallhauser, if we might adjourn 
until 1:30. Would that give us time to get a bite to eat and come back? 

Mr. WatiyHauser. It certainly will. 

Mr. Brooxs. All right, we will stand adjourned until 1:30. 

(Whereupon, at 12:25 p.m., the subcommittee adjourned, to recon- 
vene at 1:30 p.m. of the same day.) 


AFTERNOON SESSION 


Mr. Brooks. Gentlemen, the subcommittee will reconvene. 

I would like first to present the counsel for the subcommittee who 
will introduce a chart we worked up on nickel production and avail- 
ability which I think you have in your folders and which I think you 
will find interesting and helpful. After that we will hear from Mr. 
Floete, the very distinguished Administrator of the General Services 
Administration. 

At your pleasure, Mr. Floete, you might sit down and join us up 
here. 

Would you proceed, Mr. Henderson, please ? 

Mr. Henperson. Mr. Chairman, this chart is designed to show the 
actual and estimated United States consumption of nickel, the supply 
normally available to it and what is estimated will be available to it 
through 1961. The total free world supply of nickel capacity, first 
exclusive of Freeport’s capacity and then the total free world supply 
capacity, including the Freeport plant. There are several conclusions 
that can be reached from this chart. In the first place you will note 
that only in 1950 did the United States consumption exceed its normal 
share of the world’s supply. 

In 1953, the consumption-supply situation began to improve to a 
slight extent and has continued to do so. 
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In peacetime our normal consumption, you will observe avera 
under 200 million pounds per year of nickel. In only 1 year—that jg 
1956—did it exceed 250 million pounds. 

Nickel stocks in the consumers’ plants reached a low in 1956, but 
at the end of 1957 it reached an all-time high. 

In 1958, due to cutbacks in production and strikes, the stocks again 
adjusted to a near normal or average of about 16 million tons. 
Actually it dropped to 12 million tons. 

In 1958, consumption in the United States was down to about 155 
million pounds annually. Presently the stocks held by the U.S. Goy- 
ernment, the International Nickel Co., and consumers, exclusive of 
the stockpile, are over 140 million pounds, and are increasing. 

The estimated consumption for 1959 is running around 220 to 949 
million pounds. This figure could be drastically reduced if a steg] 
strike should occur. 

I call your attention also to the gap between United States eop- 
sumption and available nickel. It began to widen in 1957 and is stil] 
continuing. No nickel has yet been produced from Moa Bay. It is 
estimated the free world capacity for 1961 will exceed the free world 
consumption for 1957, and over 1956, by about 235 million pounds, 
And without Freeport capacity that would still be an excess of 185 
million pounds. 

As Dr. Thompson, the chairman of the board of International 
Nickel said: 

Assuming defense demands ran at present levels and nickel is not taken in 
1961 for Government stockpiling, the 1956 rate of world civilian consumption 


of nickel will have to be increased by more than 75 percent in order to absorb 
the output resulting from the expected expansion in nickel production capacity, 
It is evident that a huge new demand must be stimulated. 

It is interesting to note that the Commerce Department reached 
that same conclusion as early as 1955—December of 1955—in the 
report on nickel at that time. 

Mr. Brooxs. Thank you, Mr. Henderson. 

We will make this chart a part of the record. 

(The document referred to faces p. 80.) 

Mr. Watiuauser. I have one statement I would like to read into 
the record. 

As long as we have mentioned him, I have before me an address 
to shareholders by Mr. Thompson dated April 29, 1959, in which he 
Says: 

I cannot emphasize too strongly the long-range importance of the Manitoba 
project to the company and to the nickel industry in general. Consumers of 
nickel must be assured of plentiful supplies in the years ahead if the full market 
potential of the metal is to be realized. Nickel production capacity must be 
capable of meeting surges in demand that will arise during the anticipated 
upward trend in nickel consumption. 

I think this is a very pertinent statement in relation to the chart 
and in relation to the comment made by Mr. Henderson. 

Mr. Brooks, I think it is interesting to point out that we need to 
have lots of nickel available, of course. 

Chis same organization’s pamphlet said their combined produetion 
capacity at its Sudbury operations and at. its 1,000-mile distant north- 
ern Manitoba operations will be 385 million pounds of nickel per year 
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in 1961. Apparently they are assuming there is some hope for addi- 
tional use because they have this additional capacity now developed 
at Mystery Moak Lake. 

Mr. Watiuavser. I am just wondering if Mr. Henderson or any 
member of the committee knows what the demand was then or what 
the forecasts were at the time of the ae of this contract ? 

Mr. Brooxs. We are going to get to that, yes, sir. And I would 
like now, without any delay, to introduce to the committee our very 
able and distinguished Administrator of the General Services Admin- 
istration, Mr. Franklin Floete. Most of you have met him. If you 
haven't, you will sooner or later. He operates one of the biggest busi- 
nesses in the world and does it to the very best of his ability and I 
think he has proved to be a credit to his count ry. 

We would be pleased to hear your statement, Mr. Floete. I under- 
stand you have a synopsis of the statement which you will go over 
with us and at the conclusion of that we would be pleased to question 
you then and so give you an opportunity to run through it now with- 
out too much interruption, if we can restrain ourselves. 


STATEMENT OF HON. FRANKLIN FLOETE, ADMINISTRATOR 
GENERAL SERVICES ADMINISTRATION 


Mr. Fuorre. As the chairman has said, our statement is quite large, 
but it does go into the entire matter. 

The synopsis is a synopsis of my prepared statement with certain 
additions that appear to be pertinent. 

Section 2 of the Defense Production Act of 1950 provides: 


In view of the present international situation and in order to provide for 
the national defense and national security, our mobilization effort continues 
to require some diversion of certain materials and facilities from civilian use 
to military and related purpose. It also requires the development of prepared- 
ness programs and the expansion of productive capacity and supply beyond 
the levels needed to meet the civilian demand, in order to reduce the time re- 
quired for full mobilization in the event of an attack on the United States. 


Section 303(a) of that act provides: 


To assist in carrying out the objectives of this act, the President may make 
provision (1) for purchases of or commitments to purchase metals, minerals, 
and other materials, for Government use or resale; and (2) for the encourage- 
ment of exploration, development, and mining of critical and strategic minerals 
and metals. 

Section 312 of the Executive Order No. 10430, dated August 14, 
1953, provided : 


The functions conferred by [section] 303 of this order shall be carried out in 
accordance with programs certified by the Director of the Office of Defense 
Mobilization (now Office of Civil and Defense Mobilization). 


Section 303 of that Executive order provided : 


The Administrator of General Services is hereby authorized and directed to 
purchase and make commitments to purchase metals, minerals, and other 
materials * * *, 


Pursuant to the above authority, ODM established certain nickel 
expansion goals as follows: 
Januar y 4, 1952, 264 million pounds. 
November 11, 1952, 380 million pounds. 
May 17, 1956, 440 million pounds, to be available 1961. 
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In connection with the last increase in the nickel expansion goal, 
ODM authorized the use of accelerated tax amortization certificates 
and market price purchase contracts for 200 million pounds of nickel, 

On August 8, 1956, ODM amended the program to increase the 
authorized amount to 300 million pounds and to authorize financial] 
assistance where necessary to cover unusual development costs. 

In establishing this new goal of an available productive capacity 
of 440 million pounds of nickel, it was estimated that there then 
existed 300 million pounds. Therefore there was a deficienc y of 140 
million pounds annually of productive capacity, and to give you a 
little bit more on the background of this situation, I want to state 
certain of this information is classified, so I have to speak in per- 
centages, you see. 

Mr. Brooks. That is fine. We would not want to violate any pos- 
sible classification. 

Mr. Fiorre. I do have the figures here and of course they are avail- 
able to the committee, but otherwise they are classified. 

Mr. Brooxs. We may, sir, try to write a report on any hearing we 
would conclude and want to go into that in executive session later, 
but we would let you know. 

Mr. Fiorre. ODM cited certain stockpile objectives that were to be 
attained and they are now referred to as the basic objectives and the 
maximum objectives. Unless restricted—from time to time we are 
always buying against the maximum. At least that is our limitation. 

The total amount now in inventor y—that is the national stockpile 
inventory, the Defense Production Act inventory, the Commodity 
Credit inventory, plus the amount that is now on order, including the 
Freeport 23,8 ,835,000 pounds of cobalt, is only 1 percent above the 
maximum objec tive at the time this contract was entered into. 

As to nickel, the total inventory and on order was only 20 percent 
above the maximum objective, including the 271 million pounds con- 
tracted for with Freeport. So that 20 percent existed, provided 
Freeport never sold a single pound of nickel. If they sold 20 percent 
of it, why we were down to being within the objectives that had been 
set by ODM, and the Defense Mobilization Board. 

So that is the background that existed at the time that we were 
negotiating these contracts. 

It is true that subsequently ODM did reduce the maximum objective 
both for cobalt and nickel, but we were confronted with that particular 
situation at the time we were negotiating. 

Then to return to the statement. To implement this expansion 
program GSA initiated discussions with all interested producers. 
However, only International Nickel Co. of Canada, Bethlehem Steel 
Co: and Freeport Sulphur Co. submitted formal proposals thereunder. 


1Mr. Floete states that, by inadvertence, this testimony was misleading and that it 
should be clarified. His corrected statement is as follows: 

“As to nickel, the total amount now in inventory and on order, including the estimated 
deliveries under the contract with Freeport, is onlv 20 percent above the maximum objec- 
tive at the time the contract was entered into. That 20 percent existed, provided Free- 
port never sold to a private buyer a single pound of nickel above the expected quantity 
of sales. If they sold all of their nickel we would be even closer to the objectives that 
had been set by ODM. and the Defense Mobilization Board.” 

The thought intended to be conveyed was that present inventories plus expected deliveries 
from all contracts, including Freeport’s, would exceed maximum objectives in existence 


at the time of the contract by about 1 percent in the case of cobalt and 20 percent in the 
case of nickel. 
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The Bethlehem proposal was submitted originally on July 18, 1956. 
This proposal, while of advantage to the Government in various 
respects, would have necessitated a change of policy by ODM to permit 
Government financing of the proposed plant. 

On September 20, 1956, GSA wrote ODM submitting the proposal 
and requesting advice as to whether the expansion program would be 
amended to provide for Government financing. After full considera- 
tion by ODM and the Defense Mobilization Board, it was determined 
that as a matter of national fiscal policy the program should not be 
amended to permit the granting of such loans. 

GSA immediately advised Bethlehem Steel to that effect and re- 
quested advice as to whether it nevertheless desired to submit a new 
proposal based on the authorized policy. _ 

On February 1, 1957, Bethlehem submitted a new proposal without 
a Government loan to construct a 4- to 414-million pound plant with 
the right to put the entire production of the plant to the Government 
at a price of $1.25 per pound for nickel and $1.95 per pound for 
cobalt, both subject to escalation. GSA did not regard that proposal 
as a reasonable basis for negotiation. The amount of expansion was 
too small and the premium price of nickel too high. Therefore no 
further negotiations were carried on with Bethlehem under the ex- 
pansion program. 

On November 19, 1956, Inco submitted a proposal under which it 
would have constructed a new plant at its own expense in northern 
Manitoba with a total capital cost estimated by Inco to be approxi- 
mately $115 million. The amount of new productive capacity to be 
constructed in Manitoba was not specified but on May 17, 1957, Inco 
submitted a modified proposal in which its annual productive capacity 
in Manitoba was stated to be 75 million pounds. 

The November 19, 1956, proposal was rejected by GSA on November 
93, 1956. Inco proposed to give the U.S. Government a call right on 
up to 200 million pounds of nickel through 1963 at the prevailing 
market price at the time of delivery, with Inco to have a put right 
through 1965 on 200 million pounds at the market price prevailing 
on the date of delivery, or at the market price which would prevail 
on January 1, 1957 (which on that date was 74 cents per pound)— 
it was 6414 cents previously—with escalation to the date of delivery, 
whichever should be lower. 

Whereas the Inco proposal had a limitation of $150 million Govern- 
ment exposure, nevertheless because of the escalation factor, the result 
of the actual amount of nickel that would be acquired is indefinite. 
For instance, at 75 cents per pound the Government would have re- 
ceived 200 million pounds, but under the escalation clause from that 
date to now the price would be 79 cents per pound if the market price 
had similarly increased and the Government would acquire only 190 
million pounds. 

Furthermore, in the interest of national defense, we desired to 
develop a nickel capacity in other regions than Canada and particu- 
larly in Cuba with its nickeliferous ore deposits and its location. 
Another factor in this determination was our desire to not increase 
the monopolistic position of Inco and as a corollary its control over 
nickel prices. 











84 NICKEL-COBALT CONTRACT OBLIGATIONS 





The modified proposal made by Inco on May 17, 1957, gave it a 
put right of up to 150 million pounds at the lesser of 74 cents a pound 
and the current price at the time of delivery, and we also wished to 
have some part of this plant in the United States. We have a very, 
very minor amount of nickel production in the United States. 

The National Lead Co. has a very small plant in Missouri and the 
Hanna Nickel Smelting Co. has a small one up in the Northwest. But 
actually we have very little here. So one of the desires was that we 
have at least a concentrating plant or refining plant within the United 
States. 

I think there is another fact that existed, and I don’t say that any 
one of these facts was the determining one. We simply considered 
the whole posture of the situ: ition—another one we did consider was 
that at that point we knew Inco had gone a long way in their plans 
to develop additional capacity in Manitoba. We felt—at least T felt 
they had gone so far they were probably going ahead anyway —_ we 
had no desire to enter into contracts if we didn’t have to. I didn’t 
want to any more than anyone else to expose the Government to these 
tremendous amounts. 

That was one of the elements. We took the calculated risk that they 
would go ahead even though they didn’t have a contract and they 
would certainly inure to the benefit of the United States. 

Subsequently, Inco submitted a modified proposal on May 17, 1957, 
which gave it a put right of up to 150 million pounds at the lesser 
of 74 cents a pound and the current price at the time of delivery. In 
the meantime Inco had announced its expansion program in Manitoba 
and the Government had entered into a contract with Freeport calling 
for a 50-million-pound plant. 

The additional Freeport capacity and the portion of Canadian ex- 
pansion that would be available to the U.S. industry raised the total 
nickel capacity to an amount approximately 10 million pounds in 
excess of the ODM goal. You will recall a few months ago I said we 
were trying to get 140 million pounds additional capacity and the 
least amount Inco has talked about was an increase in Manitoba of 75 
million pounds. The Freeport contract was 50 million pounds so with 
those two we were almost up to any objective we might have. 

Accordingly, ODM closed the nickel expansion program on June 28, 
1957, and on July 2, 1957, GSA advised Inco that its proposal of 
May 17 was not acceptable to the Government. 

Freeport on October 17, 1956, submitted a proposal to finance and 
construct a plant for the production of 50 million pounds of nickel 


metal and approximately 4,400,000 pounds of cobalt metal per year 


from its ore properties in Cuba. 

The ore would be mined and the nickel concentrate produced in 
Cuba and later refined in a plant to be built in the Louisiana area. 
So you can see there was a 2514-cent premium in that proposal. 

Mr. Moss. I wonder, Mr. C hairman, if we could go back just briefly 
to clarifying something. Do I understand that the ODM goal was 
an expansion of approximately 140 million pounds? 

Mr. Fvoere. Yes. 

Mr. Moss. You stated that the contract with Freeport provided 59 
million of the 140? 

Mr. Froere. That is right. 
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Mr. Moss. And the announced intention of Inco to expand to 75 
without a contract ¢ 

Mr. Fuorre. That is right. 

Mr. Moss. This caused ODM to discontinue its expansion program. 
Where I run into difficulty is that on page 5 of your summary— 

The additional Freeport capacity and the portion of Canadian expansion that 
would be available to U.S. industry raised the total nickel capacity to an amount 
approximately 10 million pounds in excess of the ODM goal. 

As I read the two I get 125 million pounds—which would indicate 
an ODM goal revised at some point down to 115 million. Am I 
correct ¢ 

Mr. Fiorre. No, their goals still remain at 140. 

Well, the reason I didn’t go into that was because what Inco really 
proposed to do was to build a new plant in Manitoba and also expand 
their plant in the Sudbury district of Canada. hey never told us 
in the first instance how much of it was going to come from Manitoba 
and how much from expansion at Sudbury, but between the two we 
figure that this is a correct statement. 

“Mr. Moss. Their intent indicated to you was an expansion of 100 
million pounds production annually rather than 75 ¢ 

Mr. Froerr. But they tied it down to Manitoba subsequently in 
their subsequent proposals and said 75 million pounds. 

Mr. Moss. At Manitoba only? 

Mr. Frorre. At Manitoba only. I believe their original proposal 
stated 106 million at the combined places. 


STATEMENT OF HENRY PIKE, ASSOCIATE GENERAL COUNSEL, 
GENERAL SERVICES ADMINISTRATION 


Mr. Pixe. That was 106 million pounds after discounting the loss 
from the premium price contract which they had and which would 
run out. 

Mr. Brooxs. Would you state your name? 

Mr. Frorre. This is Henry Pike from the General Counsel’s Office. 
He is Associate General Counsel. 

Mr. Pixe. They stated there would be a gross increase of 130 million 
pounds but, after discounting the loss under a premium price con- 
tract with the Government, would represent a net increase of 106 
million pounds. They did not identify how much of that increase 
represented the Manitoba project, and it was not until the May pro- 
posal that they identified it as 75 million pounds. 

Mr. Moss. My point is, this is a firm indication of an intent to ex- 
pand by that much production on the part of Inco, whether or not a 
Government contract was agreed upon ? 

Mr. Frorre. They announced helt expansion early in December 
1956. After that, we of course knew their plans were firm to go 
ahead on their own. 

Mr. Moss. That is what I wanted to establish. Their plans for the 
106 million net increase were in no way conditioned upon a contract 
with the Government ? 

Mr. Frorre. They attempted to get a contract, but they did not get 
one. 
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Mr. Moss. They did not indicate their expansion would be eyr. 

tailed if they failed to get a contract 

Mr. Froere. No, sir. 

Mr. Moss. That is all, Mr. Chairman. 

Mr. Brooxs. Would you continue, sir? 

Mr. Fiorre. I think I was in the middle of page 5. 

Freeport proposed that the Government would enter into a new 
supply contract with a firm obligation to buy 225 million pounds of 
nickel at 90 cents a pound with escalation (the market price they 
being 6414 cents per pound) and 16 million pounds of cobalt at a flat 
price of $2.60 a pound which was then the market price. In addition, 
during the 6-year period Freeport would also have a put right on 46 
million pounds of nickel at the then market price of 6414 cents and on 
8 million pounds of cobalt at $2.60 a pound. 

The cost of the plant was estimated by Freeport at $106,840,000, 
The proposal contained no termination based on cash returns and no 
control over plant expenditures. GSA advised Freeport of its ob- 
jection to this and other defic iencies and during the course of the 
negotiations the market price of nickel was incre: ased to 74 cents per 
pound. 

To meet certain of the Government’s objections to the above pro- 
posal, Freeport on November 29, 1956, proposed modifications to 
provide for an earlier termination based on the realization of a cash 
return equal to Freeport’ s investment in the project, exclusive of 
working capital—this is the first time this cash return idea had come 
up and it came up because we insisted there be some protection for the 
Government which we had not had from many of the other contraets 
entered into. I might say the aluminum contracts involved a very, very 
large amount of money and there was no cash recovery included in 
those contracts and accordingly I am sure those plants were fully paid 
for, I don’t know how many times, but at any rate I believe this is a 
very important clause to be contained in any Government contract. 

So we introduced the idea and they finally accepted it—and secondly 
to cover the fact that the contingency cost factors as set out in the pro- 
posal might not in fact be re: lized. They were projected over a period 
3 or 4 years ahead and I am sure that any proposal of that nature 
would be on the optimistic side so far as the contractor is concerned. 

Therefore we felt that if we could have a clause in the contract that 
would in effect squeeze any windfall out of this phase of it that it 
would be most helpful. That.suggestion was finally incorporated in 
the final contract which I will explain in a few moments. 

Thereafter the price of nickel went up to 74 cents and the price of 
cobalt down to $2.35. On January 10, 1957, Freeport further modified 
its proposal to reflect these changes in prices, and in addition included 
a sliding scale covering the firm purchase. arrangement for nickel, 
which sliding scale was based upon the actual cost of the plant. 

This modified proposal was still unsatisfactory to GSA and on Feb- 
ruary 7, 1957, was referred to ODM for a clarification of policy and 
attached thereto an analysis of the modified pr oposal. ODM. then 
determined that, if it was necessary to include cobalt in the contract, 
the price must not be in excess of market price which had further 
declined from $2.35 to $2 a pound. 

ODM further required that the price for the nickel must be limited 
tosuch premium above market as is necessary to cover unusual develop- 
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ment costs. February 26, 1957, GSA wrote Freeport to that effect and 
also advised that GSA was not satisfied that the K reeport proposal 
involved unusual development costs sufficient to Justify the premium 
rice for nickel that it called for. On March 1, 1957, and thereafter 
negotiations were had with Freeport and resulted in the execution on 
March 8, 1957, of contract DMP-134 with the Cuban American Nickel 
Co, asubsidiary of Freeport. 

I might say that those negotiations from March 1 on were almost 
constant. Freeport people were here in Washington and I don’t know 
how many meetings we had. So many it was impossible to document 
all of them and each one of the meetings resulted in some improvement 
of the contract as far as the Government is concerned. I assure you 
we had to fight for every point. 

Under that contract—that is the one under discussion here, the 
DMP-134—the contractor agreed that it or one of its corporate affil- 
jates would construct facilities in Cuba and in the United States 
designed to produce annually 50 million pounds of nickel and 4,400,000 
pounds of cobalt. The contractor has the right to put to the Govern- 
ment, at a flat 74-ceat price not subject to escalation or increases in 
market price, such of the first 271 million pounds of nickel as is pro- 
duced from the facilities and not sold to others, and also to put to 
the Government, at a flat $2 price, such of the cobalt, not exceeding 
93,835,000 pounds, as is produced during the same period and not sold 
to others. 

I want to make it clear now this is a flat 74-cent price. It is not a 
premium price in any sense. It is true if the price of nickel goes 
down, why then we have bought nickel at a price higher than the 
market. It is also true if the price goes up, we nevertheless pay no 
more than 74 cents for that 271 million pounds. 

Although we were authorized by ODM to enter into a premium price 
contract, nevertheless we made every effort to avoid doing that and 
were successful. 

In addition the Government has a call right on 30 percent of the 
nickel produced semiannually at the prevailing market price but not 
less than 74 cents a pound. 

Now that is different, as you will notice. They get the market 
price but not less than 74 cents a pound, so if it goes up the Govern- 
ment would have to pay more, but of course the Government has no 
obligation to make a call and therefore could make their own decision 
asto whether or not they want to buy it. 

The contract will terminate—and I think these termination pro- 
visions are important—except for the Government’s call right, which 
lasts in any event until July 1, 1965, upon the happening of the first 
of the following events: (1) The production of 271 million pounds 
of salable nickel, regardless of whether the nickel is sold to the 
Government or to others and regardless of the amount of cobalt pro- 
duced during that period; (2) the arrival of July 1, 1965, regardless 
of the amount of production or cash return to the contractor by that 
date and regardless of whether any delays in production are the 
result of force majeure; and (3) the achievement by contractor, be- 
fore charges for depreciation of facilities or similar charges not. in- 
volving the outlay of cash, of a cash return equal to the estimated 
amount of its capital costs, less 75 percent of any actual savings below 
that estimated amount. 
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The contract was contingent upon the granting of accelerated tax 
amortization certificates covering 80 percent of the required facilities 
The necessary certificates have been issued. In connection with the 
execution of that contract, Freeport Sulphur Co. agreed to retain the 
ownership and control of at least 75 percent of the capital stock of 
the contractor, Cuban American Nickel Co., until June 30, 1965. 

The following table depicts the changes made in the Freeport pro- 
posal from January 10, 1957, to the final contract entered into o, 
March 8, 1957. 

(The document referred to is as follows :) 


Changes made in Freeport proposal prior to execution of contract DMP-134 


Freeport proposal Contract DM P-134 


Total firm obligation of | $244,100,000 for 225,000,000 lb. of Ni | None. 


the Government 
Total Government ex- 
posure. 


Escalation -. 


Increases in market 
price. 

Termination based on 
production. 


Termination based on 
achieving cash return. 


Reflection of savings in 
construction costs, 


Government calls 


and 16,000,000 Ib. of Co. 
$204,570.000 plus indeterminate esca- 
lation or increases in market price 
is to Ni. 
Changes in major overating costs 
applicable to 225,000,000 lb. of Ni 
firm obligation). 


Applicable to 46,000,000 Ib. of Ni 
(either on eall or put) 

Not entirely clear, although proposal 
limited to 271,000,000 lb. of Ni plus 
24,000,000 lb. of Co. 


None in original proposal 


do 


$249,210,000 absolute maximum, 


No escalation upward, but decreases 
in operating costs will, through jp. 
creasing the cas! return, result in an 

irlier termination 

None on puts: Calls of Ni subject to 
increases in market price, 

Termination upon production (whet 
(whether tendered or not) of 271,006,. 
000 lb. of salable Ni and, if produced 
during the same period, 23,835,000 
lb. of salable Co 

Termination upon cash return of 
$98,129,000 even if no savings effected 
in construction costs, 


| 34 of savings reflected in reduction in 


46,000,000 Ib. of Ni, and 3,000,000 Ib. of | 


Co, which are also subject to be put 


amount of cash return, the achieve. 
ment of which will terminate cop. 
tract. 

31,300,000 Ib. of Ni (30 percent of the 
amount also subject to puts) until 





to the Government. June 30, 1965, even if contract is other 
wise terminated at an earlier date, 

Delivery in packages meeting stock- 
pile specifications as of Mar. 3, 1957, 
cost for the account of contractor. 

75 percent of stock of contractor must 
continue to be owned by Freeport 
Sulphur Co. 


Packaging Delivery in bulk __ 


Ownership of stock of | No restriction. : ~aecscome 
contractor. 


We had the obligations shown on the above chart. That would 
mean an exposure for firm purchases by the Government of $244, 
100,000 under the Freeport proposal. 

Under contract DMP-134 there is no firm obligation to buy. We 

believe it was desirable if Freeport could sell in the open market 
they should have that right and thereby reduce the Government’s 
liability to purchase. 
- The total Government exposure under the original Freeport pro- 
posal of January 10 was $294,570,000, plus an indeterminate escalation 
or increase in the market price as to nickel. The total absolute mini- 
mum exposure under the contract as written was $248,210,000 or 
approximately $46 million less. Escalation: Changes in major op- 
erating costs applicable to the 225 million pounds of nickel under 
the Freeport original proposal—under the final one, no escalation 
upward but decreases in operating costs will, through increasing the 
cash return result in an earlier termination. 


savi 


no r 
fina] 
to b 
Am 


pro} 
Free 
cove 
the 
min 
A 
inca 
Bet! 


opel 


tax 
ties, 
the 
the 
k of 


pro- 
> On 


CTeases 
igh in- 
t in an 
ject to 
(whet 
71,000,- 


oduced 
335,000 


Imm of 
fiected 
tion in 
chieve- 
te con- 


of the 
) until 
$ other 
late. 
stock- 
3, 1957, 
tor. 
fr must 
reeport 


ould 
244. 


We 
irket 
ent’s 


pro- 
ution 
nini- 
0 or 
* Op- 
nder 
ation 
y the 


NICKEL-COBALT CONTRACT OBLIGATIONS 89 


Increases in market price: Under the Freeport proposal, applicable 
to 46 million pounds of nickel, either on call or put. Under the 
fnal contract : None on puts, calls of nickel subject to increases in 
market price. . pe 8 >! & 

Termination based on production: Well, it wasn’t entirely clear in 
the original Freeport proposal though it did limit the total of 271 
million pounds of nickel plus 24 million pounds of cobalt. 

However, under the final contract, termination upon production, 
whether tendered or not, of 271 million pounds of salable nickel, and, 
if produced during the same period, 23,835,000 pounds of salable 
cobalt. nae 

The second page: Termination based on achieving cash return— 
None whatever in the original proposal. Now terminated upon cash 
return of $98 million even if no savings effected in construction costs. 

Reflection of savings in construction costs. None in the original 
proposal. The way that works is that they estimated their total 
construction cost at approximately $106 million. We felt there were 
elements in there that were subject to question and therefore we said 
we had to do something to protect the Government in that regard 
so under the provisions of the contract, as finally written, 75 percent 
of any savings beneath the $106 million estimate will to that extent 
reduce the $98 million cash return. 

Now you might ask why didn’t we get 100 percent. Well, we did 
try to get 100 percent, but that was a compromise and it has the merit 
of giving Freeport some incentive to make those reductions, because 
they benefit to the extent of 25 percent of whatever they do reduce 
them. 

Now on the question of Government calls. Under the Freeport 
original pet heey we had 46 million pounds of nickel and 8 million 
pounds of cobalt, which are also subject to be put to the Government. 

Under the final proposal we have a call right on 81,300,000 pounds 
of nickel until June 30, 1965, even if the contract is otherwise termi- 
nated at an earlier date. 

On packaging, the original proposal was delivery in bulk. Now 
the delivery must be in packages meeting stockpile specifications as 
of March 8, 1957, and that in itself resulted in some substantial 
savings. 

The question of ownership of stock of the contractor. There was 
no restriction in the original proposal. Seventy-five percent in the 
final. We thought that was a very important item because we wanted 
to be assured there wouldn’t be any question of our dealing with an 
American corporation that continued to control this plant. 

DMP-134 differs from the Inco proposal (including the modified 
proposal submitted later on May 17, 1957) principally in that it covers 
Freeport’s entire production. It does not, as in the case of Inco, 
cover only a portion of the contractor’s production thereby leaving 
the contractor—Inco—free to satisfy its own customers without di- 
minishing its put right to the Government. That too is important. 
_ Also, DMP-134 deals with a corporation that is subject to U.S. 
income taxes. In that regard it differs from both the Inco and the 
Bethlehem proposals (the latter including a Cuban subsidiary “whose 
operations would noi be subject to U.S. taxes”). 


41108—59——_7 
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While Freeport was granted a rapid-tax-amortization certificate 
the use of that certificate will benefit the government in that it yil/ 
increase temporarily the cash return of the company and thereby 
accelerate the termination date of the contract. ; 

Termination based on “cash return” is an important provision of 
this contract and avoids the windfalls possible in numerous other 
incentive contracts heretofore entered into by the Government. The 
use of accelerated depreciation as contrasted to normal also works 
to the advantage of the Government. 

Based on the facilities cost of $106,840,000 the cash return on the 
accelerated basis is $98.129.000: on the normal basis $70,877,000, 9 
difference of $28,242,000 or, in time, more than 2 years. 

And I have tables which indicate how that arises, if there are any 
questions, and I will be glad toanswer them. 

(The tables referred to follow :) 


Freeport Nickel Co. DMP-134, projected statement of cash return for the first 
6 years of operations using normal depreciation based on facilities cost oj 
$106,840,000 and Freeport’s estimate of cost of operations 

{In thousands] 





Ist year | 2d year 3d year | 4th year | 5th year | 6th year Total 
Unit sales (pounds 
Nickel _ _- ‘ 24, 300 48, 000 48, 700 50, 000 50, 000 50, 000 271. 
Cobalt ‘ 2, 136 4, 210 4, 340 4, 385 4, 385 4, 385 23 835 
Sales cre 
Nickel -- $17,982 | $35,520 | $36,038 | $37,000 | $37,000 | $37,000 | $200. 549 
Cobalt. 4, 260 8, 420 8, 680 8,770 8.770 8,770 | 476% 
Total sales_- 22, 242 43, 940 44,718 45, 770 45, 770 45, 770 248 919 
Costs and expenses: 
Depreciation and amorti- 
zation 5, 367 5, 417 5, 467 5, 517 5, 567 5 617 32, 952 
Interest 5, 000 4, 600 3, 960 3, 320 2, 680 2, 040 21. 6K 
Interest on additional fi 
nancing ! 0 1, 300 1, 040 780 520 on 3,900 
Other 16, 410 21, 030 20, 670 20, 690 20, 620 20, 750 120. 17 
Total costs and expenses- 26, 777 32, 347 31, 137 30, 307 29, 387 28, 667 178, 622 
Profit before taxes (4, 535) 11, 593 13, 581 15, 463 16, 383 17, 103 69, 588 
Provision for U.S. and Cuban 
taxes_-_- 5 350 3, 176 6, 111 6, 958 7,372 7, 696 
Profit after taxes (4, 885 8, 417 7,470 8, 505 9,011 9, 407 
Depreciation and amortization 5, 367 5, 417 5, 467 5, 517 5, 567 5, 617 
Total cash return 482 13, 834 12, 937 14, 022 14, 578 15, 024 | 70, 877 
Cash return cumulative 482 14, 316 27, 253 41, 275 55, 853 70, 877 70, 877 








1 Assumed that approximately $21,665,000 additional financing above that actually provided would be 
necessary if normal depreciation used. 
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Freeport Nickel Co. D uP 13 by projected statement of cash return for the 
first 6 years of operations using accelerated amortization based on facilities 
cost of $106,840,000 and Freeport’s estimate of cost of operations 


In thousands] 


Unit sales (pounds 


Nickel 24. 30K) 18. (WK 18, TO 5 OM) nO OO) 5A. 000 271. 000 
Cobalt 2, 130 4, 210) 4, 34 4, 385 1, 385 4, 385 23, 835 
Sales: - va De We ; 
Nickel, at $9.74 per pound $17, G82 $3 20 $36, 038 $37, 000 $37, 000 $37, 600 $200, 540 
Cobalt, at $2 per pound 4, 260) 8, 420 8, 680 8, 770 8. 770 8, 770 17. 670 
Total sales 22, 242 43, 940 44,718 45. 770 45, 770 $5, 771 248, 210 
Costs and expense 
Depreciation and amorti 
zation |. 16, 77 16. 82% 16, S70 14, 920 16, 970 1, 820 86. 170 
Interest - - 5, OOO 1H 3, 960 , 39) 2 680 2 (40 21, 600 
Other 16, 419 21, 030 20, 670 20, 6H 20, 620 20, 750 120, 170 
Total costs and expense 8, 180) 12, 450 41, 500 10, 930 40, 270 24, 610 227, 940 
Profit before taxe 15, 938 1, 490 3, 218 4, 840 5, 500 21, 160 20, 270 
Provision for United States and 
Cuban taxes 180 HOO RO) an) R00 13) 8.311 
Profit after taxe 16, 118 RO) 2 418 +. 040 4, 700 16, 029 11, 959 
Depreciation and amortizat 6, 770 16, 820 16, 871 16, 920 16, 97 1, $20 86, 170 
Total cash return 652 17, 710 19, 288 20, 960 21, 670 17, 849 98, 129 
Cash return cumulative 652 18. 362 37. 650 58, 610 80, 280 98, 129 98. 129 


1 Accelerated amortization at rate of 80 percent of $95,000,000 ($76,000,000) normal depreciation and amorti- 
sation at rate of 5 percent on balance of $30,840,000; normal depreciation at rate of 5 percent on additions of 
$1,000,000 per year. 

DMP-134 is, with one minor exception, the only nickel contract 
executed under the Defense Production Act or the Stockpiling Act 
which did not provide for premium prices or be subject to escalation 
or to future increases in market prices. Superficially, the Bethlehem 
proposal, which was nominally set at 10 percent below market. price, 
was a better pricing provision for the Government. 

However, Bethlehem itself estimated that the market price would 
average $1.20 over a 5-year period. Even with the 10-percent reduc- 
tion, Bethlehem’s estimated call price would average almost 50 per- 
cent over Freeport’s put price without taking into account further 
escalation during the next 5- to 7-year period. Moreover, Bethle- 
hem’s price was also stated to be “not less than the cost of mining, 
processing, and transportation.” 

Bethlehem had declined to enter into a pilot-plant operation as 
Freeport had done. For that reason, the costs cannot be established 
with an accuracy comparable to that of Freeport. On a “put” basis 
comparable to that of DMP-134, Bethlehem specified $1.50 a pound 
for nickel, and $1.25 a pound when later coupled with cobalt at $1.95 
a pound. Moreover, all of those figures were subject to escalation, 
which Bethlehem estimated at roughly 380 to 40 percent, and which in 
the case of Inco has proven to be substantial in the past. 

DMP-134 was concluded only after long and careful negotiations 
to protect the interest of the Government to the fullest extent pos- 
sible. We achieved most of our objectives but, as in most negotia- 
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tions, not all of them. Notably we much preferred not to include 
any cobalt or alternativ ely for a lesser amount or a lower price. We 
made every effort to do so, but were not successful. Otherwise we 
believe this contract was a good one at the time it was made, and 
that it still is. 

This concludes my formal statement, Mr. Chairman. 

There are just a few facts not covered in there that might be of 
interest to the committee. 

A good deal has been said about the cobalt and we did not want it: 
but on the other hand, from the figures I gave you originally, you 
see we were buying toward an objective that we only exceeded ‘in. 
cluding this 23 million pounds by that amount and we hoped that 
Freeport would sell certainly 1 percent before they tried to turn it 
in to the Government. 

Another factor with reference to cobalt is this: The free-world 
production of cobalt has shown practically no change in the last 10 
years. For instance, in 1948 to 1952 the average was 16,400,000 
pounds these figures are from the United States Bureau of Mines 

The 1953 production, the free-world production, was 25 million 
pounds. 

1954, 29 million: 1955, 29,600,000; 1956, 32 million; 1957, 31 million, 

So it is quite a different situation than exists as to nickel and most 
other metals. The production is held very steady over a period of 
time and it is true that most of it is out of this country. 

During the same period the U.S. consumption of cobalt hi as fol- 
lowed a rather regular pattern. The 1948-52 average was 7,751,000 
pounds, and then it Jumped _up in 1953 to 10,748,000; a decline ; in 
1954 to 7,350,000; in 1955, 9,741,000; in 1956, 9,562,000 and in 1957, 
9.157.000. Sothere isa balance between the two. 

As to the price of cobalt over a period of years, going ’way back 
to 1939, that has run something like this: 

Yctober 1959 throug! 1 June 1947—that is through the war period— 
$1.50. 

Then it jumped up in 1947 to $1.65. In 1949, to $1.80. In 1951, 
to $2.10: in 1952 and 1953, to $2.40; then to $2.60 which was the high 
point. That was November 1, 1953, through November 30, 1956. It 
was £2.60 a pound. 

Then it dropped on December 1, 1956, to $2.35; on February 1, 
1957, to $2; and February 1 this year, to $1.75. 

Well, that is the background. ‘The nickel production has increased 
very substantially over the last 10 years from the figures I have hereto- 
fore given you. At the time this contract was written, we could not 
forecast just exactly what was going to happen. 

We still had an apparent deficienc Vv in our productive capacity of 
nickel. 

This is the story on the nickel prices, again going back for 20 years— 


30 years—1929 to 1939 it was 35 cents a pound. It remained at 35 
cents through 1947. 
Then starting in 1948 it jumped to 40 cents. In 1950, to 48 and 


to 50.5. 1951, to 56.5: 1953, to 60 cents: 1954, to 64.5. and on Decem- 
ber 6, 1956. to 74 cents. 

Now that has been the trend over a 30-year period and the trend 
is always up. 
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I cannot guess today whether the nickel is going up or down but 
all of the indexes do not indicate it is going to go down. However, 
[ do not know that for a fact and I do not think anyone else does. 

Mr. Brooxs. Now, Mr. Floete, I want to thank you very much for 
coming down and I would like to ask you a few questions to clarify 
some of the points that have been touched upon. 

Would you just generally state what the relationship of the GSA 
is to ODM in regard to the negotiations of contracts for defense 
items ¢ 

Mr. Fuorre. ODM makes all policy decisions. It has a branch 
within it called the Defense Mobilization Board which at the time this 
contract was made did not include us as a member. Therefore, I 
was not in on the discussion with the Defense Mobilization Board, 
certainly not in any decision. They are the policymaking group. 
We are the ones who implement their policies and do all of the neces- 
sary work, not only to negotiate contracts but to handle all of the 
stockpiles of the United States—physical care of them. And that is 
the general relationship that exists as of that time and as of the present 
time. 

Mr. Brooks. The ODM is a policymaking body in this regard 
essentially ? 

Mr. Fiorre. Yes. 

Mr. Brooks. When they decided they needed some additional nickel, 
what were the potential sources of this new supply after you had 
eliminated Inco? Incidentally, that seemed like good judgment since 
they were going to expand airy hiow: to just stand hitched up and worry 
about something else and let them go ahead. 

Ithought that was a very fine move on your part. 

Mr. Fiorre. Well, I think eliminating Inco, we would have wel- 
comed anyone else but the facts were that in the North American area 
practically the only places where there are deposits are in Canada 
and Cuba. At one time ODM made an investigation, through Inco, 
of the ore deposits in Venezuela and a report was made, but nothing 
ever came of that, so there are just very few places where you can 
get it. Therefore, we would not have ruled out another source, but no 
one else submitted a proposal; we knew of no place else to get a pro- 
posal, so we were left with Freeport and Bethlehem. 

Mr. Brooxs. Now, did the Government have a contract with Free- 
port, DMP-106, calling for commercial production of nickel in the 
event that the pilot-plant operation proved successful ? 

Mr. Fiorrr. Yes: and in the event they decided—they had to de- 
eide—that it was technically a satisfactory process, and they also had 
to determine at the time they made the technical determination that 
contract DMP-106 was a feasible contract from an economic stand- 
point. 

Mr. Brooxs. Commercially feasible from their standpoint ? 

Mr. Fiorrr. Yes. They had the election, whether to go ahead with 
itand they elected not to. 

Mr. Brooxs. Was the contract made at Freeport’s insistence ? 

Mr. Fiorre. I was not in GSA at the time 106 and 105 were nego- 
tiated but I have read and Mr. Williams, who I believe now is chairman 
of the board and was then president of Freeport—Mr. Langbourne 
Williams—indicated he did not want to go into that contract. He 
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thought the process had been sufficiently developed through the smaller 
plant that they had been operating for some time and he thought jt 
was a useless waste of time and money to go ahead. 

And he says—and I cannot verify this—that nevertheless the Goy- 
ernment insisted that there be a further test of that method, and 
accordingly, these contracts were entered into. 

Mr. Brooks. The agreement to produce nickel, on 106, not to build 
a pilot plant, was it abandoned ? 

Mr. Fiorre. Well, under the terms of the contract, Freeport noti- 
fied us they elected not to proceed under it because it was not eco- 
nomically possible to do so. At the same time they made their first 
proposal ‘back in October 1956. 

Mr. Brooks. Because that proposal was not commercially feasible 
from their standpoint ? 

Mr. Frorre. That is right. 

Mr. Brooks. Now, if Bethlehem did not produce should they have 
received such a contract, you could have converted this plant to the 
Nicaro process, could you not ? 

Mr. Fiorre. This isa technical question. 

Mr. Brooxs. The ‘question, sir, was, If the contract had been granted 
to Bethlehem and they had built the plant and for some reason it did 
not pan out, could that plant have been altered or converted to the 
Nicaro process ? 


STATEMENT OF JOHN CROSTON, DIRECTOR, ECONOMIC AND MAR. 
KETING RESEARCH DIVISION, GENERAL SERVICES ADMINISTRA. 
TION 


Mr. Croston. It could have and there is no doubt that it would work, 

Mr. Brooks. The two processes are not dissimilar ? 

Mr. Crosron. There is not a great deal of difference between the 
Bethlehem process and the Nicaro. 

Mr. Brooks. Thank you, sir. 

Now, Mr. Floete, the Bethlehem ore deposit, as I understand, was 
much larger and longer lasting than the Freeport: is that correct? 

Mr. Frorre. It is so reported. However, Bethlehem did not 
pledge—they only pledged to make the subsidiary have the use of 
sufficient ore to produce these quantities. The subsidiary did not own 
the ore body. That continued to be owned by Bethlehem Steel. 

Mr. Brooks. Now, did Mr. E. H. Weaver, the Commissioner of 
Defense Materials Service, recommend consideration of the Bethlehem 
proposal ina memorandum of September 6, 1956 ? 

Mr. Frorre. That was the effect of the memorandum; yes, sir. 

‘Mr. Brooks. I will read it here—it is to the Commissioner, subject, 
“Nickel Expansion,” dated September 6: 





In connection with the recent directive for expansion of nickel production 
facilities, we have been in contact with the Bethlehem Steel Corp. in regard to 
a proposed plant to be built at their properties in the Mayari District in Cuba. 
Attached hereto are copies of their letters of July 18, August 23, outlining their 
proposal together with an analysis of the proposal prepared by the engineering 
staff of EPS. This proposal is at variance with the general terms outlined under 
the nickel-expansion program but we believe that its terms are much more 
advantageous to the Government than anything which could be developed under 
the terms of the expansion program. It is, therefore, suggested that this pro- 
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ysal be brought to, the attention of Dr. Flemming and that he be urged to revise 
the expansion directive to permit negotiation under the terms outlined:‘in this 
proposal. 

A proposal that is atts iched, signed “E. H. Weaver, Commissioner,” 
and he has written “EPS” on it, ‘which r am sure you recall, Mr. Floete. 


Bethlehem proposal although not based on the incentive-price cone sat of ODM 
appears very attractive from the Government’s standpoint.—E. W.— 


Apparently Weaver— 
And if you approve in principle, attached letter will be revised and expanded. 


I would like to submit this for the record. 

(The letter referred to follows :) 

SEPTEMBER 6, 1956. 
To: Administrator—A. 
From: Commissioner—E. 
Subject: Nickel expansion—Bethlehem Steel Co. proposal. 

In connection with the recent directive for expansion of nickel production 
facilities we have been in contact with the Bethlehem Steel Co. regarding a 
proposed plant to be built at their properties in the Mayari District in Cuba. 

Attached hereto are copies of their letters of July 18 and August 23 outlining 
their proposal together with an analysis of the proposal prepared by the engi- 
neering staff of EPS 

This proposal is at variance with the general terms outlined under the nickel- 
expansion program but we believe that its terms are much more advantageous 
to the Government than anything which could be developed under the terms 
of the expansion program. It is, therefore, suggested that this proposal be 
prought to the attention of Dr. Flemming and that he be urged to revise the 
expansion directive to permit negotiation under the terms outlined in this 
proposal. A proposed letter is attached. 

E. H. WEAVER, Commissioner. 


Mr. FLoeTE: Bethlehem’s proposal, although not based on the “incentive price” 
concept of O.D.M., appears very attractive from the Government’s standpoint. 
E. H. W. 


If you approve in principle, attached letter will be revised and expanded. 

E. H. W. 

Buck: Can Export-Import Bank make loan to a foreign corporation such as 
Cia Minera Mayari, 8.C.? Believe this should be checked. 

E. W. 

The answer is “‘yes.”’ 

C. A. FREDELL. 

Mr. Fioere. The above proposal was not comparing it either with 
the October F reeport or subsequent Freeport proposals. 

Mr. Brooxs. That is right. It was just suggesting that you use 
that as a basis for negotiation, which you did with the report that 
you finally adopted. 

Mr. Froere. I felt that it was worthy of sincere and serious con- 
sideration. I did not feel that the proposal as made was one that 
would be acceptable to the Government. I never would have recom- 
mended we accept that proposal just as it was but I thought it was 
the basis of further negotiation to eliminate the objection: able things 
and some of them are objectionable. 

Mr. Brooks. By letter of September 20, 1956, did you suggest to 
Mr. Flemming the Bethlehem proposal be considered—and I point 
out this letter we have that apparently you wrote on September 20 to 
Hon. Arthur Flemming, Director. 
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Enclosed herewith are copies of letters from Bethlehem Steel outlining th. 
general terms of its proposal to participate in the nickel expansion program 
together with an evaluation of the engineering staff of Defense Materials 
Service, formerly Emergeney Procurement Service. 

This proposal secures an additional productive capacity of nickel Without 
any obligation on the part of the Government to buy any of the nickel or cobalt 
production. 

The Government may at its option buy up to one-half the nickel Production 
at 10 percent below the market price. The company requests the Government 
finance the project with repayment from the entire net earnings. The company 
would grant a royalty-free lease to remove 50 million tons of ore, a 35- , 
ply, for a 30-million-pound plant. 

Now this diverges from the incentive terms of the recent expansion program, 
However, we believe it presents a plan which should be considered. During 
the process of negotiation the terms obviously could be improved upon, and at 
the same time, consideration should also be given to the acquisition of ore 
bodies from Bethlehem Steel in connection with the Nicaro operation. 

Sincerely yours, 


year Sup- 


FRANKLIN G. FLOETE, 
Administrator. 


_I thought that was a fine letter and apparently represents your 
viewpoint. . 

Did you ever receive a reply? 

Mr. Frorre. I do not recall. I did contact Dr. Flemming and 
perhaps he felt it unnecessary to give usa reply. He did reply, how. 
ever, when he made the official announcement that he made sometime 
later, that such loans would not be considered. 

I do not think he formally replied except that he said no. 

Mr. Brooxs. The memo enclosed with that letter, the last para- 
graph being your recommendation said that— 


this proposal represents a departure from the policies expressed in the recent 
nickel expansion program. We recommend you consider whether the present 
policy should be altered or modified to permit its consideration. We believe the 
apparent economies of the proposal merit such a determination. The proposal 
as submitted could doubtless be improved upon during the course of negotiations 
and other factors, such as the acquisition of ore bodies from Bethlehem Steel 
in connection with the Nicaro operation, might be then considered. 


Did you write concerning a loan policy and a review of the analy- 
sis of the proposals by the staff that is in this letter? I think this is 
your letter and I wanted to read it into the record. 

Mr. Fioerr. This did not bear upon the loan, no. 

(The letter of September 20, 1956, with attached memoranda, 
follow :) 


Hon. ARTHUR 8S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D.C. 


DEAR Dr. FreEMMING: Enclosed herewith are copies of letters from Bethlehem 
Steel Co. outlining the general terms of its proposal to participate in the nickel 
expansion program, together with an evaluation by the engineering staff of 
Defense Materials Service, formerly Emergency Procurement Service. 

This proposal secures an additional productive capacity of nickel without any 
obligation on the part of the Government to buy any of the nickel or cobalt 
production. The Government may, at its option, buy up to one-half of the nickel 
production at 10 percent below the market price. The company requests Gov- 
ernment financing of the project with repayment from the entire net earnings. 
The company would grant a royalty free lease to remove 50 million tons of 
ore (a 35-year supply for a 30 million pound plant). 

This diverges from the incentive terms of the recent expansion program. 
However, we believe that it presents a plan which should be considered. During 
the process of negotiations the terms obviously could be improved upon, and, 
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t the same time, consideration should also be given to the acquisition of ore 
podies from Bethlehem Steel in connection with the Nicaro operation. 
Sincerely yours, 


FRANKLIN G. FLOETE, 
Administrator. 


ANALYSIS OF THE BETHLEHEM STEEL Co. PROPOSAL TO BUILD A 
NICKEL PLANTIN CUBA 


SIZES AND COSTS 


The proposal of Bethlehem Steel relates to the construction of three different 
sized processing plants and to the approximate respective total capital costs 
thereof, including initial inventory of supplies and spare parts plus about 20 
percent to cover contingencies such as inflation, ete. : 

(1) 30,000,000 pounds nickel and 3,000,000 pounds cobalt per year, cost 
$75,000,000. 

(2) 50,000,000 pounds nickel and 5,000,000 pounds cobalt per year, cost, 
$107,500,000. 

(3) 70,000,000 pounds nickel and 7,000,000 pounds cobalt per year, cost, 
$137,500,000. 

These facilities could be completed within 24% years with a further tuneup 
period of 6 months to reach capacity output. 


PROCESS 


The Mayari iron ores contain nickel and in a general way are similar to those 
of Nicaro. Bethlehem will use its moist ammonia oxidation process to recover 
the nickel and cobalt. In general most of the features are similar to the process 
used at Nicaro with certain outstanding improvements. Unlike the Chemico 
process, it does not involve high temperatures and pressures with their attendant 
corrosion, erosion, and maintenance problems. Bethlehem’s process is the out- 
come of many years of pilot plant experimentation, some portions having been 
done in commercial sized equipment. The Badger Chemical Engineering Division 
of Stone & Webster Engineering Corp. has reported on the engineering economics 
of the process and the Metallurgical Advisory Board has reported upon the 
process to GSA. 

RESERVES 


The nickeliferous iron ores of Bethlehem in Cuba constitute the largest pres- 
ently known reserve of nickel in the world as well as one of the world’s largest 
reserves of iron ore. The aggregate tonnage is on the general order of 1 billion 
tons—enough to operate a 70 million pound per year nickel plant for many 
centuries. 

PROPOSED FINANCING 


Bethlehem will transfer its port, plants and housing at Felton Cuba to a 
proposed new, wholly owned subsidiary, Cia Minera Mayari, 8.C., together 
with a railway from the port to the mines and proposed plant site and all present 
mining equipment. These assets are valued roughly at $10 million. 

In addition Bethlehem will transfer, free of royalties, the rights to use the 
moist ammonia process and grant a royalty-free lease to remove 50 million tons 
of ore (a 35-year supply for a 30 million pound plant). Presumably a larger 
tonnage would be made available for a larger capacity plant. The subsidiary, 
however, would be expected to pay its pro rata share of taxes on the mining 
ground held for exploitation. 

FINANCING 


Bethlehem would request a loan or line of credit for $75 million from the 
Export-Import Bank at 414 percent interest, for the 30-million-pound facility. 
For the larger facilities the loan would total $107,500,000 or $137,500,000, re- 
spectively. 

REPAYMENT 


Bethlehem would devote the entire net earnings of the project to the amortiza- 
tion of the loan, which would take from 7 to 16 years, depending upon the degree 
of the tax burden imposed by the Cuban Government. 
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Bethlehem would pledge all the stock of the Cia. Minera May 
and the latter would hold not only the facilities built under the loan p 
present facilities which would be transferred to the company, plus 
ton ore body. 

Should earning not be sufficient to repay the loan in its entirety before the 
expiration of the loan period, Bethlehem reserves the right to protect itself and 
redeem the pledged stock by paying the full amount of any such unpaid loan 
deficit. 


ari as security 


in but the 
a 00-milliop. 


DISPOSITION OF NICKEL 


Bethlehem would give the Government the right to call upon the company 
for 50 percent of its output for a period of 10 or 12 years or longer and would 
deliver the nickel at 90 percent of the market price. The Government woul 
be under no obligation to take the nickel and Bethlehem could not put all oy 
any part of it to the Government. This is a refreshing departure from many 
proposals which call upon the Government to contract for fixed and large quan- 
tities at a premium price and in addition give companies the right to put ai 
unsold nickel to the Government for a long period of years, solely because 
they will seek private financing. 

ADVANTAGES 


1. It secures an additional productive capacity (which is the purpose of the 
ODM directive) of up to 70 million pounds of nickel per year. 

2. It does not commit the Government to purchase any nickel at all, but stijj 
makes the supply available either to industry or one-half of it to the Government. 
Nobody can tell in 1956 whether we will still want to stockpile nickel in 19¢2 
or later. This proposal permits us to make the decisions at that time not nov. 

3. The nickel, based on the present market price, would save us 6.45 cents per 
pound instead of paying premium price over the market. 

4. We are not asked to buy any of the cobalt, which we do not need, whereas 
it is called for at over real market prices on other proposals. 


DISADVANTAGE 


The proposal calls for Government financing by means of an Export-Import 
Bank loan. 
FINANCIAL COMPARISONS 


The tentative Freeport contract, if made effective calls for the firm purchase 
of 75 million pounds of nickel from a 30-million-pound per year plant within 5 
years from the start of operations. Based on current market prices, this Free- 
port nickel will cost 66.6 cents per pound or including the $6,500,000 additional 
which we have spent to help them develop a workable process the commitment 
totals $56,400,000 or 75.2 cents per pound. We have a further liability under 
the “put” totaling $48,375,000 or a total of $104,775,000 for nickel alone. 

Under this tentative Freeport contract the Government is obligated to buy 
all the cobalt produced up to 15 million pounds which at the present market price 
is an obligation of $39 million for material which is in surplus supply all over 
the world. This brings the total fixed purchase obligation of $143,775,000 at 
present prices, perhaps materially higher before the end of the contract. 

Under the Bethlehem proposal, the same productive capacity would be in- 
stalled, we could take, if we desired, the same poundage of nickel (75 million 
pounds) but at a cost of 58.05 cents (90 percent of market price) totaling only 
$48,537,500 a saving of $6,412,500 over the Freeport price or a saving of 
$12,912,500 over the real cost to us of the Freeport nickel. Should we desire 
all the nickel to go to industry we would have no financial purchase outlay only 
an outstanding loan on which interest was being received in excess of the cost to 
the Government of the money. 

GENERAL 


This comparison is between the two most favorable proposals. GSA will 
receive many from small mines which if aided would probably add but little 
nickel to the stockpile and at very high cost and add nothing to the mobilization 
base which ODM stresses as the primary purpose of the directive. The reason 
for the latter is such properties have limited ore reserves and short lives, small- 
scaled and high-cost operations, no smelting or refining capacities. 

It should be the policy of GSA to help only those properties which can add 
substantially to productive capacity and which can survive in a competitive 
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market without hypodermics of U.S. Government funds. Bethlehem and Free- 
port could meet a major part of the total goal of an additional 140 million 
yunds and would bring in two new and independent producers, although the 
final contract for Freeport (Nicaro Nickel Co.) we believe should be modified to 
exclude the huge liability for cobalt purchases. 


RECOM MEN DATION 


This proposal represents a departure from the policies expressed in the 
recent nickel expansion program. We recommend that you consider whether 
the present policies should be altered or modified to permit its consideration. 
We believe the apparent economies of the proposal merit such a determination. 
The proposal as submitted could doubtless be improved upon during the course 
of negotiations, and other factors, such as the acquisition of ore bodies from 
Bethlehem Steel in connection with the Nicaro operation, might then be 
considered. 

Mr. Henverson. The letter dated February 7, 1957. It is ad- 
dressed to Hon. Arthur S. Flemming, Director, Office of Defense 
Mobilization, Washington, D.C. 

(The full letter is as follows :) 

FEBRUARY 7, 1957. 
Hon. ARTHUR S, FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D.C. 

Deak Dr. FLEMMING: You are familiar with our efforts to improve the supply 
of nickel so as to insure its availability and adequacy to meet the demands of 
national security and the needs of our industry. Recently announced expansions 
of Canadian production of nickel and the expansion, now virtually complete, 
of the Government-owned extraction plant at Nicaro, Cuba, will in due course 
substantially improve that supply. In addition, General Services Administration 
has recently entered into a new contract with National Lead Co. to insure the 
continued operation of the Fredericktown, Mo., plant for the production of nickel, 
as well as cobalt and copper, from certain lead concentrates. GSA is also nego- 
tiating with Hanna Nickel Smelting Co. to insure the continued production of 
ferro-nickel from the silicate ore deposits in Douglas County, Oreg., through the 
application of the Ugine process. 

It is believed, however, that our national interests call for a broadening of 
our source of supply of nickel with greater emphasis upon the exploitation of 
nickeliferous iron ores such as are found in Cuba, which constitute the world’s 
largest potential source of nickel. In addition to the ore deposits available for 
processing at the Nicaro plant, other substantial deposits of Cuban ore are owned 
by Cuban subsidiaries of Bethlehem Steel Corp. and Freeport Sulphur Co., both 
of which are corporations domiciled in the United States. 

Bethlehem has expressed a willingness to build and operate a plant in Cuba 
for the extraction of nickel and cobalt from its ore bodies in Mayari, Cuba, 
through the use of an ammonia process. The original proposal by that company 
was not, however, considered an acceptable one inasmuch as it involved a sub- 
stantial loan from the Export-Import Bank. Bethlehem has subsequently offered 
to build with $15 million of its own funds a processing plant in Cuba which 
would produce annually 4,000,000 to 4,500,000 pounds of nickel metal and 500,000 
to 550,000 pounds of cobalt metal, but which could be readily expanded. It asks 
the Government for a guaranteed market for the nickel at $1.25 a pound and 
for the cobalt at $1.95 a pound, both subject to escalation for labor and 
material. That proposal has not yet been discussed fully with Bethlehem but 
does not appear to be attractive in view of the high premium price for nickel, 
coupled with the limited capacity of the plant. 

On January 10, 1957, Freeport Sulphur Co. submitted a revised proposal for 
the construction of a plant in one of the Gulf States and for the production 
therefrom annually of 50 million pounds of nickel and 4,385,000 pounds of cobalt. 
The metals would be produced by a sulfuric acid process using ores mined from 
and concentrated at its ore properties at Moa Bay, Cuba. This process has 
been tested during the past year at a pilot plant constructed by Freeport with 
Government funds in Plaquemines Parish, La. While Freeport states that the 
pilot operation demonstrates the technical feasibility of that process, it has 
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indicated that the process is not economically feasible on the basis of its origing) 
‘contracts with the Government. In view of that fact and of the announceg 
desire of. the Government to enlarge the sources of nickel to a substantigj 
degree, Freeport developed its revised proposal. 

The revised proposal contemplates a plant estimated to cost approximately 
$106,840,000. Freeport would finance the construction of the plant and supply 
the necessary working capital. However, under that proposal, Freeport woulg 
sell or have the right to put to the Government its entire cobalt production at 
$2.35 a pound, and would sell to the Government the major part of its nicke| 
production at $0.90 a pound, or at a lesser rate down to $0.80 a pound if the 
cost of the plant falls below the amount estimated, with the right to put the 
remainder of the nickel to the Government at the then market price. Whep 
Freeport’s cash return under the contract equals its investment in the plant, 
the Government’s obligation to purchase metal would cease or the contract 
would be converted to a market price put-call basis, depending upon the Goy. 
ernment’s prior election. Freeport has refused to grant further basic conces. 
sions to the Government under its revised proposal. 

Freeport’s revised proposal has been analyzed on a technical and financig} 
basis by certain members of the staff of GSA. In order to give you a more 
complete understanding of that proposal, I enclose a copy of that analysis, 
That analysis casts doubts upon the advisability of accepting the proposal. It 
is largely based upon economic considerations. It does not attempt to determine, 
nor can I determine, whether the desirability of obtaining an additional source 
of Cuban nickel outweighs those economic considerations. 

It is for those reasons that I solicit your advice as to whether overall policy 
considerations would warrant the acceptance of the Freeport proposal in its 
present form. 

Sincerely yours, 


Mr. Brooks. Thank you. 

Did you send a copy of the analysis of the two contracts to Dr, 
Flemming along with this letter ? 

Mr. Fuoere. Yes, I did. 

Mr. Brooks. Now, is thisa copy of the analysis? 

Mr. Fuorre. This is the analysis of the January 10, 1957, proposal 
and not the final contract. The January 10 proposal. 

M*. Brooks. Well, we will put this in evidence. 

(The analysis is as follows :) 


F. G. Frorere, Administrator. 


TECHNICAL AND FINANCIAL ANALYSIS OF THE NICKEL PROPOSAL OF FREEPORT 
SULPHUR Co. 


The proposal of Freeport Sulphur Co. of January 10, 1957, to build and 
operate nickel and cobalt production facilities in Cuba and Louisiana with an 
annual capacity of 50 million pounds of nickel and 4,385,000 pounds of cobalt has 
been examined. 

In this proposal Freeport wants to sell to the Government under a firm pur- 
chase contract 224,300,000 pounds of nickel and 15,835,000 pounds of cobalt over 
a period of 6 years of operations. In addition Freeport wants a “put” of the 
remaining production of the plant, amounting to 46,700,000 pounds of nickel and 
8 million pounds of cobalt. Estimating 2% years to build the plant, Freeport 
deliveries would start after the plant operates on July 1, 1959, and through 
June 30, 1965. 

COST TO THE GOVERNMENT 


Their earlier proposal (October 17, 1956) called for a nickel price of 90 cents 
per pound, plus escalation on operating costs, and cobalt at a flat price of $2.60 
per pound. This also obligated the Government to take an additional 46,700,000 
pounds of nickel at the market price and 8 million pounds of cobalt at $2.60 per 
pound. 

The firm contract alone would have obligated the Government to pay a mini- 
mum of $201,870,000 for the nickel and $41,171,000 for the cobalt or a total of 
$243.041,000. This represented a premium of $57,196,500 over the then market 
price for nickel (64%4 cents per pound) and a premium of $9,501,000 over the 
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rice of $2 per pound at which GSA secured its last cobalt, or a total premium 
on the firm contract alone of $66,697,500. ' ; 

The Government would also have been obligated to accept on put an addi- 
tional 46,700,000 pounds of nickel at market (at the then current prices $30,121,- 
500) and 8 million ponnds of cobalt at $2.60 per pound or $20,800,000. I his to- 
tals $50,921,500 of which $4,800,000 represents a premium on cobalt. The total 
obligation of the Government therefore would have been $293,962,500 of which 
$71,497 500 would have been premium payments. On top of this was probable 
escalation in purchase prices should operating labor and materials cost rise. 

After various meetings with Freeport officials, wherein GSA pointed out the 
excessive cost of the nickel, that Freeport was putting up almost no equity, that 
financing was entirely by obligations which made costs excessive to the Govern- 
ment, etc., Freeport came in with a new proposal dated January 10, 1957. 

This proposal offered the Government the same amount of nickel but at costs 
between 80 cents and 90 cents per pound, depending upon the ultimate capital cost 
of the plant, but subject to escalation for operating costs. It trimmed down the 
price of cobalt to $2.35 per pound. It retained the “put” provisions by F reeport to 
the Government at the market (which in the meantime had been set at 74 cents 

r pound by International Nickel). 

Under the most favorable capital costs, the nickel would cost, under the firm 
contract, $179,440,000 and cobalt $37,212,250 or a total of $216,652,250. The obli- 
gation of the Government under the “put” would amount to $34,558,000 for nickel 
and $18,800,000 for cobalt or a grand total of $270,010,250, of which, under more 
recent market prices the premiunis would total $21,800,250. These figures ex- 
clude probable escalation. 

Unfortunately there would be little incentive to Freeport to keep the capital 
costs to the $91,840,000 figure for if they rose to the original estimate of $106,- 
840,000 the Government would reimburse them by paying 90 cents per pound or 
any proportionate amount between these cost estimates. 

Under these circumstances, the firm contract would involve $201,870,000 for 
nickel and $37,212,250 for cobalt, a total of $239,082,250 of which $35,888,000 
would represent the premium for nickel and $5,542,250 the premium for cobalt, 
or $41,430,250 in premium. The obligation under the “put” would require an 
additional $34,558,000 for the nickel (at current market) and $18,800,000 for 
cobalt, a total of $53,358,000 of which $2,800,000 would represent premium pay- 
ments for cobalt. On the higher capital cost basis the total of obligation therefore 
would amount to $292,440,250 of which $44,230,250 would represent premiums. 
On top of this there is the probability of escalation in the purchase prices for 
labor and materials in operating costs. 


COST OF FACILITIES 


Freeport estimates that the project will cost $119,210,000 including $10 million 
working capital. Of this total some $10,540,000 is estimated for organizational, 
development, financing costs and interest prior to production. A cushion of 


$19 million is provided for contingencies, plant revisions, startup expenses and 
inflation in equipment and in construction costs. 


METHOD OF FINANCING 


In the launching of new industrial enterprises it is the commonly accepted 
practice for the sponsors to put up the equity money, thus making it easier and 
more attractive to sell bonds or debentures and secure bank loans. 

Freeport is proposing to enter the nickel industry and build a plant without 
putting up any substantial portion of the cost by asking the Government to 
sign a contract at a price so high that large profits and assured markets are 
virtually certain. This in turn would make it easy to sell debentures and secure 
inordinately large bank loans. They propose to raise $110 million from private 
sources with $30 million of 6 percent debentures being sold to the public and 
$80 million to be raised by bank loans at 4 percent interest. These debentures 
would not be convertible into shares, so the public would not be permitted to 
participate in the profits of the operation, if successful, merely receiving interest. 

The effect of this is to give Freeport ownership of a huge and perhaps very 
profitable enterprise without substantial risk, and to saddle the U.S. Government 
with a purchase price obligation which includes heavy annual fixed charges of 
$110 million of senior financing. 
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PRODUCTION COSTS AND OTHER CHARGES 


The company tabulates two price bases: 

(1) Ninety cents per pound on a facilities cost of $106,840,000 ; (2) 80 cents per 
pound on a facilities cost of $91,840,000. 

Operating costs are estimated at $120,170,000 over the contract period, or 41] 
percent of the higher price and 44.5 percent of the lower price, and 35.85 cents 
and 35.15 cents per pound, respectively, for the nickel if costs are apportioned 
to the total sales value of each product. This would give costs on cobalt of 96.6 
cents and $1.045 per pound, respectively. 

Depreciation and amortization charges range from $86,170,000 down to $74.. 
170,000 or 29.5 to 27.5 percent of total sales values. oe 

Interest and financing costs from the commencement of production date range 
from $21,600,000 down to $19,650,000 or 7.4 percent to 7.3 percent of total sales 
The interest capitalized during construction $8,040,000 down to $6,910,000 are 
separate and apart from the operating interest charges. 

Income taxes are from $28,830,000 to $24,980,000 or 9.9 percent to 9.3 percent, 

Net profit after taxes over the contract period is estimated at $35,660,000 to 
$31,030,000 or 12.2 percent to 11.5 percent of sales. 

These costs are based upon a very high overall recovery of nickel and cobalt 
whereas Nicaro recovered no cobalt and only about 75 percent of the nickel} 
Nevertheless, this new process appears from Freeport’s estimates to GSA to 
possess no advantages costwise over Nicaro. At the Government plant costs 
exclusive of the very high royalty rate paid to Freeport, are approximately 7 
cents per pound below the Freeport estimates and about the same when including 
royalty. Nicaro, however, possesses definite cost-reducing possibilities for the 
future: (1) Royalty rates will drop when cheaper U.S. Government-owned ore 
becomes a substantial part of the plant feed, and (2) when Nicaro recoveries are 
raised and cobalt separately recovered. These expectations are realistic for it 
is believed recovery of nickel can be raised to SO-83 percent and the cobalt to 
40 percent of the content in the ore, soon two-thirds of the ore will be Government 
ore and only one-third Freeport ore carrying a royalty of 7 cents per pound 
of nickel. It would, therefore, appear that the economics of the proposed 
Freeport-Chemico sulfuric acid process, as presented to us in this proposal, offers 
no decided advantages over the Nicaro process—in fact it would appear less 
economic, and as recoveries will have been of the highest order, no further 
advantage can be looked for in this area for unit output cost reduction. Further- 
more, Nicaro will be stockpiling tailings which probably will be of value as an 
iron ore at a later date while there is considerable doubt whether the iron and 
ealcium sufates remaining in the Freeport tailings can be removed at economic 
cost and the tailings constitute an asset of any value. 


are 


80 PERCENT AMORTIZATION OVER 20 PERCENT OF LIFE OF PROJECT 


Paragraph 6 of DMO-II as amended July 21, 1952, defines the extent to which 
accelerated amortization can be allowable as a cost in negotiated-contract pricing 
as follows: 

“For the purpose of cost computations in negotiated contract pricing, true 
depreciation, which includes any extraordinary obsolescence reasonably assign- 
able to the emergency period, is allowable. Any accelerated amortization of 
depreciation which is in excess of true depreciation, regardless of whether such 
excess is included in tax-amortization certificates, is not allowable as an element 
of cost in negotiated-contract pricing.” 

Under paragraph 7 of the same DMO order it is the responsibility of GSA to 
determine true depreciation. The Office of Defense Mobilization will on re- 
quest furnish such information as it has or is readily available to it which is 
pertinent to the determination of true depreciation. Extensive research by 
experts would be necessary to make this determination. 

Although the plant would be in excellent shape and comparatively new at the 
end of the contract period, and the ore body good for at least another 20 years, 
we are asked to pay through high premium prices an amount sufficient not only 
to amortize 80 percent or the facility during the contract period, but also return 
from over $31 million to nearly $36 million in profits before taxes. 
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CASH AVAILABLE AFTER 6 YEARS OF OPERATION 


freeport’s cash return under the proposal ( amortization and depreciation 
written off plus net profit after taxes) is $121,830,000 down to $105,200,000. 

After liquidation of bank loan and capital reinvestment there would be cash 
remaining of $35,830,000 down to $34,200,000. These aforementioned amounts 
are shown as eash remaining in Freeport’s presentation but does not include the 
original working capital of $10 million. — 

The remaining fixed assets of $26,670,000 are exposed to risk only if Freeport’s 

sition at the end of the contract is noncompetitive. 

Freeport’s average cost per pound in the first 6 years of operation, including 
amortization, depreciation, and interest expense, approximates 68. + cents per 

und for nickel and $1.817 per pound for cobalt when using the high-facility 
cost concept and apportioning costs on total sales value of each metal. After 6 
years, the costs per pound on the same basis approximates 36.75 cents per pound 
for nickel and $1.065 per pound for cobalt. 

This points up the tremendous burden placed on the first 6 years of operation 
resulting from interest charges on a fixed investment almost totally financed 
through bank loans and security sales and accelerated amortization charges 
approximating 47 percent of the nickel and 40 percent of the cobalt costs in this 
period. : i 

It is not imperative under this proposal that the subordinated debentures be 
repaid within the contract period to make this a bankable project. Competent 
financial authorities consulted by Freeport stated that it is essential to provide 
that the project will be competitive with other sources of nickel after the bank 
joan has been paid out and the Government purchase contract is at an end. 
At the aforementioned costs per pound for nickel and cobalt at the end of 6 
years the project is more than competitive with sufficient cash remaining to 
liquidate the subordinated debentures and still have a remainder of $5,830,000 
plus the original working capital. 

ESCALATION 


Since the Freeport’s price for nickel would range between 80 and 90 cents per 
pound based on the capital cost of the facilities, the escalation requested in its 
proposal would not conceivably commence until the production date and not 
September 8, 1956, as proposed. 


ADDITIONAL PROFIT THROUGH SALES TO SUBSIDIARIES 


It should be pointed out that of the various chemicals by which the Chemico 
process can extract nickel Freeport selected the sulfuric acid process. Free- 
port’s sale of sulfur and acid to this project will run to over $5 million per year 
and constitute over 25 percent of the operating costs. Based on Freeport’s 
current operations they would make an additional! net profit after taxes of over 
$1 million a year or over $6 million over the life of the proposed contract on 
sales to Moa Bay Mining Co. and Cuban-American Nickel Co., their two wholly 
owned subsidiaries. 

FUTURE NICKEL OUTLOOK 


Since the start of the Freeport pilot plant, the world outlook for nickel has 
changed. While the rising demand has forced gray-market prices up, there is 
definite relief in sight within 3 to 4 years, and there may be, on this continent 
alone, so much nickel available by 1965 as to constitute, with Cuban and other 
offshore nickel, a glut on the market. 

Within the past 2 months International Nickel, concurrently with raising the 
price of its nickel to 74 cents per pound, announced that it was commencing 
construction of a new nickel-producing enterprise in Manitoba at a cost of 
about $120 million. This facility, costing about the same as the proposed Free- 
port plant, would have an annual output of 120 million pounds of nickel or a 
capital cost of about $1 per pound of annual capacity. This compares with about 
$2.20 per pound of annual capacity for the Freeport facility. 

The Inco Manitoba plant should be ready to produce by 1961, perhaps earlier, 
as it is near the railway, hydroelectric power is available, and plans for its 
utilization have been completed and considerable work has been done on the 
deposits. The ore reserves are of such magnitude as to assure at least half a 
century’s operations and sufficiently high in grade that Inco can operate it 
Successfully with nickel at 74 cents per pound (plus any escalation for future 
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inflation in labor and materials for operations). International Nickel is no 
receiving any financial assistance in building this nickel plant nor has it m 
ceived any premium price contract. 

Eastern Mining & Smelting Co., Ltd., expect to bring their Quebec nickel rp 
finery into operation in January 1958 and the rated capacity will be 100 million 
pounds of copper and 15 million pounds of nickel per year. It will draw its 
concentrates from controlled or affiliated mines such as North Rankin, Quebg 
Nickel, Arcadia Nickel, etc. 

These two new enterprises alone will add an additional supply of nickel aboyt 
equal to the expansion goal set by ODM. Meanwhile Falconbridge is bringing 
in new smelting facilities and their newly developed Kenora district nickel Prop- 
erty gives evidence of becoming a substantial producer. An independently 
owned nickel smelter in the Kenora district is in the discussion state, to take 
care of the numerous small nickel properties that are under development jn 
western Ontario and Manitoba. 

What may become one of the world’s most important nickel-producing areas 
has recently been uncovered after some years of work. It is in the area from 
Cape Smith on Hudson Bay to Wakeham Bay on Hudson Strait in Ungayg 
(New Quebec), just northwest of the new iron ranges now producing. Here 
is an area about 200 miles long and 50 miles wide, in formations favorable to 
nickel and copper deposition, the Le Moyne Ungava Mines, Ltd., has shown 
relatively high grade nickel ore by trenching over long lengths and excellent 
widths. The company is solidly financed by six Canadian mining companies 
plus American Smelting & Refining Co. which is reported to presently 
hold a 30-percent interest. Since then dozens of companies have applied for 
concessions with International Nickel, 2 weeks ago, offering to spend $5 million on 
exploration and development there if the Quebec Government would give them 
a concession. There would appear little doubt but that this area will be pro- 
ducing by 1961. Nickel-production increases in Canada alone within the next 
4 years should exceed the ODM goal by a wide margin. 

Meanwhile a very considerable expansion in nickel facilities is underway in 
New Caledonia and by 1959 Societe Le Nickel (plus Japanese refineries using 
New Caledonia ore) will have increased over present levels by at least 20 million 
pounds of nickel per year. Small increases will be registered in Greece and the 
Union of South Africa. 

Another facility that appears destined to come into production without Govern- 
ment aid is the proposed nickel-cobalt plant of Bethlehem Steel Co. in 
Cuba. It may not be constructed until Bethlehem needs the iron ore or the 
Cuban Government forces them to exploit it rather than have their nickeliferous 
iron-ore deposits expropriated. These deposits have been held by Bethlehem 
and its predecessors for over half a century and have only shipped minor tonnages 
of ore, partly because of the nickel and chrome impurities of which there was in 
earlier years no economical means for removal. Should our Government want 
the facility erected, Bethlehem has offered to build a 70-million-pound-per-year 
nickel plant for this purpose and sell the nickel in the open market. 

No contract for nickel was asked, but Bethlehem’s construction at that time 
was conditional upon the Government guaranteeing 80 percent of a $137,500,000 
bank loan. If such a guarantee was forthcoming Bethlehem would give the 
Government a “call” upon half the output for 10 to 12 years at 10 percent below 
the market price with no obligation on our part to purchase any nickel or cobalt. 


CONCLUSIONS 


The present Freeport proposal does not appear advantageous to the Govern- 
ment. We are asked to buy $56,012,250 of cobalt which we do not need, at a 
price of 35 cents or more per pound than we can purchase it. We are asked 
to pay 90 cents per pound for nickel plus escalation for operating costs, which 
according to their figures would give them a facility 80 percent written off and a 
$35 million profit after taxes with an ore body remaining good for at least 20 
years more. The 80-cents-per-pound offer with no control over Freeport spend- 
ing and no real incentive for them to build the plant at the cheapest possible 
price, appears more in the nature of a bait rather than a realistic, achievable 
price. 

In view of the future outlook for expanded mickel production from unsubsi- 
dized sources, it does not appear that we are warranted in obligating the tax- 
payer to a commitment of upwards of $300 million merely to get this one facility 
into operation. 
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It is considered that the pricing basis should be open to very close scrutiny 
toward a reduction of the price with fairness to the contractor. The Govern- 
ment has a large stockpile of cobalt, with contracts for huge additional deliveries 
during the next few years, at $2 per pound or less. Approximately 6 million 
pounds are to be delivered during 1957 at $1.70 per pound under an 8S. & C. M. 
contract which has a special pricing formula, and there is no sound reason for 
urchasing unwanted cobalt from this proposed facility. Furthermore, it 
would appear that, properly financed, all the Government should have to do to 
encourage the construction of the plant would be to give Freeport a “put” of any 
ynsold nickel to the Government at the Inco quoted market price of that period. 
This would permit Freeport to sell its nickel in the open market for whatever 
premium price, if any, they could obtain. By granting them a “put” they could 
maintain capacity operations and achieve the lowest possible production costs. 

If the bankers won’t finance without a Government subsidy to the operation, 
it should be obvious that it has little merit as a commercial enterprise and we 
should not encourage nickel production from a plant which cannot withstand 
normal industry competition. 

GSA financed a $6 million plant operation which has by no means proven a 
prilliant success. Apparently it was technically successful in achieving ex- 
eellent recoveries but unless Freeport’s cost estimates are greatly inflated, the 
high temperatures and pressures involved, the corrosion and other problems indi- 
cate that the process is not the ultimate answer to nickel and cobalt recoveries 
from lateritic ores, and that the Nicaro and Bethlehem ammonia processes are 
on sounder ground. 

Notwithstanding the GSA expenditure for pilot plant operations to iron out 
troubles which the patent owners were unwilling to finance, the Freeport pro- 
posal includes as a cost item patent royalties of $3 million over the period of the 
contract. 

The analysis has been made based on the figures contained in the proposal of 
January 10, 1957. That brief summary gave 6-year “cost and expenses” of 
$120,170,000 (an average of $20,028,000 per year before depreciation and amortiza- 
tion, interest and income taxes). 

From the Sanderson and Porter report, however, it would appear that the 
“eost and expenses” is loaded (over the 6-year period) with $21,600,000 of such 
charges aS process royalties, $3 million; research and development expenses, 
$1,800,000; general administrative and sales expense (including advertising, 
etc.), $4,500,000 ; replacement and revisions, $6 million (there also is a $6 million 
item in the January 10, 1957, proposal for “capital reinvestment”) ; contingencies 
(presumably operational), $4,500,000 (there is a $19 million contingency prior 
to commencement of operations in the proposal). There is still unaccounted for 
over the 6-year period about $2 million in other charges. It would appear there- 
fore that on a more detailed analysis, the project, with a properly conservative 
setup, should be able to operate very profitably at a 74 cents per pound “put” 
during the contract period, and profitably at any competitive price set by other 
producers after the contract period, when bank loans would be paid off and in 
time the debentures redeemed. 

In any event, it should be remembered that no action on the part of our Gov- 
ernment now will add 1 pound of additional nickel to supplies in 1957 and 1958 
and little or nothing in 1959. 

Greater supplies of nickel will start about January 1958 when Eastern Smelt- 
ing adds 15 million pounds per year. This will be followed by greater output 
from Falconbridge when its new Fecunas Lake mine and new smelter starts 
operation, and late in 1960 or early 1961 International Nickel should start pro- 
duction from its 120 million-pound-per-year Manitoba operation. Any arrange- 
ments we might make for further nickel expansion will not result in additional 
nickel until late in 1959, at which time supplies may be more than adequate for 
the demand. These definite prospects of increased production would not make 
it appear warranted to offer premiums for nickel that far in the future. 


February 5, 1957. 
JOHN CROSTON, 
Technical Services Division, Defense Materials Service, GSA. 
DAVID SAFTLAS, 
Credit and Finance Division, Office of Comptroller, GSA. 
Approved : 
E. H. WEAVER, 
Commissioner, Defense Materials Service, GSA. 
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Mr. Brooks. Did you receive any bi reply to your suggestion? 

Mr. Fiorre. No, sir; I did not receive any written reply. 

Mr. Brooks. Sascerkaciaaaminada ade or further instruction from 
the ODM? 

Mr. Fiorre. Well, it was—I knew Dr. Flemming very well, and ] 

called him on the telephone or I ran over to his office, which Was not 
very far away—and we discussed this contract and all of them q 
good many times in accordance with those discussions we covered 
ever ything necessary and he did not think it necessary to write meq 
formal letter, I guess. 

Mr. Brooks. Apparently the gist of his instruction was that you go 
ahead w ith his original suggestion and that they not approve your 
suggest ion ? 

Mr. Fioere. Well, now, I was just asking for guidance on the Jan- 
uary 10 proposal. I cannot recall all my conversations with Dr, 
F lemming but [ am sure we discussed the pros and cons of that pro- 
posal and I am sure we decided between ourselves, “Well, you had 
better try again and see how much better you can get this deal.” 

I think that was about the gist of it. 

So then we continued negotiating after we submitted that letter 
and until we achieved the final result. 

Mr. Brooks. He did not indicate that your original suggestion that 
you continue to negotiate also with eee be followed through! 

Mr. Friorre. At that time I thought the Bethlehem proposal was 
out. We had asked them to come back with another proposal and 
they did in a very small way. 

I think I previously said we decided not to continue with Bethle- 
hem because ODM ruled out any loans and they showed no desire to 
go ahead with a large expansion contract. 

Mr. Brooks. That is right. 

Was there not ample precedent for loans of this sort? 

Mr. Fiorre. Yes, there was. Certainly the manganese was one of 
them down in Brazil. 

Mr. Brooks. This left you with no alternative but to continue to 
negotiate with Freeport unless you decided to go back to Inco? 

Mr. Froere. Well, we could have negotiated with Bethlehem if they 
had been desirous of doing so. 

Mr. Brooks. On those terms. On the no-loan provision ? 

Mr. Fiorre. That is right. 

Mr. Brooxs. But not under their original proposal ? 

Mr. Frorre. That was foreclosed. 

Mr. Watinavuser. Could I ask a question at this point? 

You mentioned manganese several times and I am not clear about 
that prior precedent, the point that you are making. Was this case 
with the manganese with an American company or a foreign com- 
pany? The manganese loan I am talking about. 

Mr. Brooxs. The manganese loan is one of the several types of loans 
that are similar to this for development purposes. This one, I be- 
lieve, which was mentioned earlier had to do with a loan either to an 
American company or an American subsidiary for the development of 
manganese deposits in Brazil. 

Mr. Wauiuavser. It is an American company in Brazil, is that 
right? 
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Mr. Brooxs. I think it is a subsidiary. wee ae 

Mr. Pr«e. It is a Brazilian corporation and it is 49 percent owned 
by Bethlehem Steel Co. It is called Icomi from its shortened Portu- 
ouese name. I can’t give you the full name. It covered the devel- 
opment of a manganese project in the Amapa region in Brazil. 
That was backed by a loan from the Export-Import Bank, with De- 
fense Production Act funds. 

Mr. Fuorre. And also bolstered by a contract to purchase by the 
United States. 

Mr. Wavitnauser. What was the difference between the two? 
There was some slight difference / ' 

Mr. Fuorre. Yes. I thought you were just talking about the policy 
of loans. oe et 

Mr. Brooks. The thing is, this is not a new policy. There was a 
precedent for a similar type operation. : ; 

Now, at this stage it left you with just Freeport to deal with, as far 
ag a real proposal that you could, within the guidelines set out 
within the ODM, follow ? 

Mr. Fuorre. We tried to get Bethlehem to come in with another 
proposal and they did come in with one, a small one, 4 to 4% million 
pounds a year, but they elected not to submit a larger proposal and we 
certainly couldn’t force them to do so. 

Mr. Brooxs. That is right. Were you able to better the Freeport 
proposal insofar as the Government is concerned in reducing the 
premium price paid for nickel and cobalt? i 

Mr. Frorre. Yes. We started out with a 90-cent price and then 
an 80- to 90-cent price, depending on the cost of the expansion and 
then we finally ended up with a flat 74-cent price. 

Mr. Brooks. But you could not eliminate the put provisions, is 
that correct ? 

Mr. Fiorere. Well, we changed it, of course. In both the October 
1956 and January 1957 proposals, Freeport provided that it was a 
firm contract on the Government to buy. We had to buy every pound 
of it. It was not until after our March Ist meetings that that 
was changed to a put-type contract, which Freeport now has every 
reason to use to develop a market outside its own customers because 
only that way can it be assured of customers when this contract runs 
out. Otherwise, they are starting from scratch again. And per- 
sonally I am sure that Freeport will make every effort to sell a 
substantial part or all of its production, and I think they should 
testify in this case or someone should explain the method under which 
this contract was financed because if it works out according to sched- 
ule, those agreements will more or less automatically mean that the 
people who put up the money will take the nickel and thereby relieve 
the Government of the necessity of doing so. 

[can’t talk to it authoritatively because I haven’t seen the agree- 
ments. They have been reported to me, that that would be the effect 
of it. 

Mr. Brooks. I am wondering whether the price might not be de- 
creased to their major consumers to where they could continue to buy 
nickel from the same source they are buying it now and for the Gov- 
ernment. to then be taking a considerable amount of nickel at 74 
cents—this is a conjecture as to what would or could happen. 
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Mr. Fioere. I don’t know the terms of the financing agreement, 
but I understand that certainly that is what Freeport hopes yjj 
not happen. 

Mr. Brooxs. I would like to submit at this time the letter to Fre. | 
port, from the GSA, on this particular matter. 

(The letter referred to is as follows :) | 


GENERAL SERVICES ADMINISTRATION, 
Washington, D.C., March 8, 1957, 
Re Contract No. D\P-134 
FREEPORT SULPHUR Co., 
New York, N.Y. 

GENTLEMEN : Pending the execution of a definitive contract with Cuban Ameri. 
can Nickel Co. (hereinafter referred to as “the contractor’), the United States 
of America, acting by and through the Administrator of General Services (here. 
inafter referred to as “the Government”), agrees with the contractor, a wholly. 
owned subsidiary of Freeport Sulphur Co., and with Freeport Sulphur Co, as 
follows: 

The contractor agrees that it will, with or without one or more subsidiaries 
of Freeport Sulphur Co. or of the contractor, at its or their own expense gp. 
struct or cause to be constructed a refinery and related facilities in the Uniteg 
States, and other facilities in Cuba, designed to produce annually not less thay 
50 million pounds of nickel metal and approximately 4,400,000 pounds of cobalt 
metal from ores derived from properties at or near Moa Bay, Cuba, now owned 
by One or more subsidiary companies of Freeport Sulphur Co. 

Freeport Sulphur Co. agrees with the Government to retain until June 30. 
1965, ownership and control over not less than 75 percent, on the basis of voting 
rights and of rights to share in the corporate assets in the event of dissolution, 
of the outstanding capital stock of the contractor. 

The Government will, on 15 days’ notice and subject to inspection, accept all 
nickel metal and cobalt metal that meet National Stockpile Specifications and 
are produced at such refinery from such ores which the contractor may tender 
to the Government and will pay 74 cents a pound in respect of nickel metal and 
$2 a pound in respect of cobalt metal, delivered f.o.b. common carrier, the cop- 
tractor’s refinery in the United States, in such physical form and minimun 
quantities as may be satisfactory to the Government. Such nickel metal and 
cobalt metal shall be packaged in accordance with Government specifications, 
and the packaging shall be for the account of the contractor. 

The obligation of the Government to accept and pay for such nickel metal 
and cobalt metal shall terminate when the cash return realized by the contractor 
and its corporate affiliates from the operation of such facilities reaches $98,129, 
000. The term “cash return” means the sum of (1) net profits after taking into 
account all proper expenses and taxes (but before dividends and distributions of 
income or capital or amortization of debt and without charge in the form of 
royalties or otherwise for the ore or for exploration and development of ores 
not required for the production of 271 million pounds of nickel metal) and (2) 
charges against operating income not entailing the outlay of cash, such as de 
preciation, accelerated or development amortization, and depletion and other 
valuation reserves. The termination of the Government’s obligations on the 
basis of the realization of such cash return assumes that the total of capital 
costs (as listed in schedule 1 annexed hereto) will equal or exceed $106,840,000. 
In the event such total of capital costs accrued as of June 30, 1960, or as of the 
close of the 12th calendar month after the 1st month in which there shall have 
‘been produced 1 million pounds of saleable nickel, whichever date is the earlier, 
amounts to less than $106,840,000, such a termination of the Government's 
obligations shall occur when such cash return reaches an amount equal to 
$98,129,000 less 75 percent of the difference between $106,840,000 and the actual 
total of capital costs accrued as of such earlier date. 

The determination of cash return and total of capital costs shall be in accord- 
ance with sound accounting principles and practices and shall be made by certified 
public accountants, and under an andit program, approved by the Government. 

The right to tender to the Government shall pertain only to metals meeting 
national stockpile specifications and is limited to the first 271 million pounds of 
salable nickel produced at such facilities from such ores and to the cobalt so 
produced during the production of that amount of nickel, but not more than 
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93,830,000 pounds of cobalt. The right so to tender metals to the Government 
pall terminate, in any event, on June 30, 1965. : Lf 

The Government shall have the right to require until June 30, 1965, the sale 
py the contractor to the Government of nickel metal meeting national stockpile 
specifications and amounting to not more than 30 percent of the nickel metal 
estimated to be produced at the contractor’s refinery during each half year end- 
in June 30 and December 31, respectively. For this purpose the contractor 
shall notify the Government of the amount of the estimated production 4 months 
in advance of each half year, and the Government shall, 2 months in advance 
of each half year, specify the amount of nickel metal that it requires during 
such half year. The price to be paid to the contractor by the Government for 
nickel metal delivered to the Government under this paragraph shall be a price 
fob. common carrier, the contractor's refinery in the United States, equal to the 
quoted market price for electrolytic nickel metal, f.o.b. common carrier, Port 
Colborne, Ontario, duty paid, prevailing at the time of delivery, but not less than 
the price hereinabove provided with respect to nickel metal which may be 
tendered to the Government. 

The agreement assumes the application, pursuant to section 168 of the Internal 
Revenue Code of 1954, for certificates authorizing accelerated amortization as 
emergency facilities of 80 percent of the required facilities, and is based upon 
the issuance of such certificates by the proper certifying authority. 

This agreement is entered into pursuant to the Defense Production Act of 
1950, as amended, and the Federal Property and Administrative Services Act 
of 1949, as amended, and all contract provisions now required by Federal law, 
Bxecutive order, or applicable regulations, to be included in contracts of this 
type are incorporated herein by reference. 


8 


THE UNITED STATES OF AMERICA, 
By FRANKLIN G. FLOETE, 
Administrator of General Services. 
Accepted : 
FREEPORT SULPHUR Co., 

By LANGBOURNE M. WILLIAMS, 
President. 
CUBAN AMERICAN NICKEL Co., 

By LANGBOURNE M. WILLIAMS, 
President. 

MagcuH 8, 1957. 

Mr. Brooks. When will nickel be produced at Moa Bay? 

Mr. Fiorre. It has been estimated thissummer. Whether the pres- 
ent difficulties in Cuba will interfere with that, I don’t know. That 
is what we anticipated at the time. 

Mr. Brooxs. As I understand it, the process involves the use of 
sulfuric acid and I further understand that Freeport will use its 
sulfur to manufacture the acid which it will then sell to the sub- 
sidiary in Cuba thereby making another $6 million out of this pro- 
cedure. Was that your understanding? 

Mr. Fiorre. Well, I knew it was a possibility. I am sure that 
Freeport won’t charge us any more for that sulfur than they could 
buy it for competitively from other sources. We have the right of 
examination of their books through a CPA to determine the charges 
are not excessive. 

Mr. Brooks. There are not too many sources of sulfur or nickel? 

Mr. Fiorre. Yes; most of it comes from Texas. 

Mr. Brooks. Yes; they do have some sulfur in my district, ac- 
tually. I don’t own any stock in it though. 

Lam kind of glad I don’t, to tell you the truth. 

In the light of the more than adequate supply of nickel today based 
on the industry reports and the two cutbacks in 1958 by Inco, plus a 
8 months strike at Inco, do you think that the expansion goals 
were accurate or waranted? Expansion goals on nickel, sir. 
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Mr. Frorre. I think they were warranted at the time they wep 
made. At that very time the market. price of nickel it is true was 74 
cents beginning in December 1956. At that very time and continuing 
through all of 1957 there was a gray or a black market. in nickel 
that was at least double that and at that very time we were having 
a great many complaints from small businessmen. Those are people 
who do nickelplating in small plants, and they had great diffic ulty in 
getting any nickel and if they did get any they had to pay, many 
of them said, up to$2apound. And soat that time I think the dec’ ‘ision 
was right. 

Now, as things have turned out, perhaps due to circumstances not 
directly concerned with the nickel market, that is the depression we 
suffered last year, surely it felldown. We know that ver y well through 
our operation of the Nicaro plant. We had a terrific time last year 
selling nickel. That condition is improving all the time. In the 
month of April we sold more nickel than we produced and it has been 
a gradual rise for the last 6 months. But I still say at the time 
this forecast was made it was reasonable to expect that the demand 
would continue as it had. 

Mr. Brooxs. Do you think that this goal would be as accurate if jt 
were issued today ¢ 

Mr. Fuorrr. Well, that is kind of hard to conjecture. 

I think I would have to say that since that time ODM has reduced 
its maximum objective that we’ve got. So I assume that their think 
ing would be that the objective was not as large as it was at that 
time. Two years have elapsed and a lot of things hi appen in the United 
States mn 2 years. 

Mr. Brooks. We, of course, want to be fair. 

The decisions made a year ago, 18 months ago or 2 years ago 
should be considered in the light of the time in which they were made 
because it can go either way and you would not want to be unfair 
to any of the officials making these decisions, of course. 

Well now, in the light of the present supply of nickel and cobalt, it 
seems to be plentiful. Do you intend to proceed with this Freeport 
contract ¢ 

Mr. Fiorre. Well, it is a firm obligation of the Government and 
we don’t intend to violate Government obligations. 

We have discussed with Freeport sometime ago the possibility of 
revising the amount so as to reduce the Government’s exposure, but 
they said in a letter to me that it was too late to change the scope 
of the plan. That the financial arrangements they had made would not 
permit them to consider any reduction in that exposure. So that is 
where it stands today. 

. Mr. Brooks. You have then considered some modification ¢ 

Mr. Fvoere. Yes, sir; we approached them on it. 

Mr. Brooks. And did you propose that to them ? 

Mr. Froere. In the light of the present supply and the present 
fiscal problems of this country, we did that last year sometime. 

Mr. Brooks. And to date they have just turned you down flat ? 

Mr. Frorre. They have just said they can’t do it, their financial 
commitments won’t permit it. 

Mr. Brooks. If you had been left to your own judgment, Mr. Floete, 
would you have entered into this contract ? 
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Mr. Fuorre. Into the Freeport contract 

Mr. Brooks. That is right, or would you have considered negoti- 
ating with Bethlehem on their proposal ! ¢ 

Mr. Fuorre. Well, 1 think you are asking me a question that I 
couldn’t possibly dee ide because I had no authority to decide whether 
we are going to make a loan or not, so I didn’t have that thing to 
consider. 

Mr. Brooks. That is right. 

If you had had an opportunity to make the best deal that you could 
without a guideline prohibiting any Export-Import Bank loan, would 
you have rather made a contract with Bethlehem which you could 
negotiate from their original proposal, or would you rather have 
stayed with the Freeport pk: un which we ultimately did have to take? 

Mr. Fuorre. I think if there had been no bars on loans, I would 
have made a very 

Mr. Brooks. Just your own good judgment as a businessman. 

Mr. Fiorre. I wouldn't have accepted the Bethlehem proposal the 
way it was made, but I certainly would have tried very hard to get it 
improved to the point where it would have been a very competitive 
proposal with Freeport’s. 

Mr. Brooks. You think that could have been done ? 

Mr. Frorre. Well, I can’t talk for Bethlehem Steel Co. but I would 
have made the effort. 

Mr. Wauiuauser. Mr. Chairman, don’t you think this is a little 
unfair questioning to ask him to comment on a policy matter of ODM ¢ 
J mean to me he is trying to give his best opinion, but is he able to 
speak intelligently on a question that is a policy matter / 

Mr. Frorre. I can’t speak at all on that. 

Mr. Brooks. He cannot speak on a policy matter. I was asking for 
his personal opinion as Administrator of the GSA who has assumed 
the responsibility of putting into effect these needs and these pro- 
cedures which the ODM sometimes sets up guidelines for. 

Asan independent businessman and administrator with considerable 
experience, his own viewpoint would be a very valuable one. When 
he sent over the proposal with the recommendation that they consider 

negotiating with Bethlehem, it indicates to me that Franklin Floete 
thought there was some good in it and that it offered something that 
the Government might be able to use to better advantage than the 
proposals that he was forced to consider and dicker with when he had 
noreal option. 

Mr. Fiorre. But on the other hand, Mr. Brooks, I don’t disagree 
with the Government’s decision as to policy. I think that is a very 
moot point, whether we want to embark on giving a lot of loans. I 
don’t know whether that is good policy. 

Now, if I had a part in the deci ision, I would have had to search my 
mind pretty carefully to arrive at a contrary opinion from what ODM 
did. 

Mr. Brooks. I address your attention to a letter addressed to you 
from Mr. Arthur S. Flemming, Director of ODM dated August 8, 
1956, and ask if you recall receiving it, if you would, sir. 

Mr. Fiorre. Are you sure the date is right on this, Mr. Chairman ? 

Mr. Brooks. August 8. I believe it is. Let me take a look again. 

Mr. Fioere. That is what it says, but I thought I recognized that 
as of November 26. 
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Mr. Brooks. This was furnished by your staff to us, sir, and it jg q 
copy made in your office and it is possible they inserted an incorregs 
date. 

We did not type this copy. It was furnished to us. 

Did you locate it, Mr. Pike ? 

Mr. Pixe. I don’t have a copy. On page 2 is a reference to August8, 

Mr. Fuorre. Oh, thisis from Flemming. 

Mr. Brooks. That is right. 

Mr. Fuorre. Oh,yes. Iam sorry. 

Mr. Brooks. I wanted to direct the attention of the committee and 
yourself, if I might, to the full sentence on the second page which reads 
as follows: 


This is a letter now from Mr. Arthur S. Fleming. 


As agreements are reached with individual producers on the price to be paid 
for the nickel you should submit to ODM an estimate of the probable ultimate 
net cost resulting from contracts together with a statement that the additiona] 
supply eannot be obtained otherwise at lesser cost to the Government. 


Now, I wonder, did you submit such a statement in connection with 
the Freeport contract ? 

Mr. Friorre. That letter that I wrote them, what is the date of it. 
February 7, was in effect a compliance with that requirement. 

Mr. Brooks. Then it would have said that this could not have been 
obtained at a lesser cost to the Government. I submit this for the 
record. 

(The document referred to follows :) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., August 8, 1956. 
Hon. FRANKLIN G. FLOETE, 
Administrator, General Services Administration, 
Washington, D.C. 


DEAR MR. FLOETE: Following consultation with the Defense Mobilization 
Board on July 26, 1956, I have authorized two amendments to the nickel expan- 
sion program, previously established on May 17, 1956. One amendment provides 
for special assistance in the development of new sources of nickel which might 
not otherwise be able to participate because of unusual developmental costs, 
The second amendment provides for obligating the Government to purchase 300 
million pounds instead of 200 million pounds if required to achieve the necessary 
expansion. Revised instructions are to be stated as follows: 

1. In addition to the incentives of rapid tax amortization and market price 
purchase contracts previously authorized for the encouragement of nickel pro- 
duction expansion, the Government is prepared to discuss with domestic and 
foreign producers further financial assistance to cover unusual development 
eosts in bringing new production into being as quickly as possible where it is 
demonstrated assistance is justified. Such assistance, if given, will be reflected 
in the price paid for metal put to the Government and metal so purchased will, 
aS a rule, be placed in the strategic stockpile. Metal which the Government 
agrees to purchase under such arrangements will also be subject to call by the 
Government if it is determined such action is required in the interest of the 
national security. 

2. As required to achieve the necessary expansion, the General Services Ad- 
ministration is authorized to obligate the Government to accept up to 300 million 
pounds, instead of the 200 million pounds previously authorized, in contracting 
for the output of new projects. 

Because of the uncertain outcome of negotiations to be undertaken with 
potential producers and, in consequence, the unknown nature of the assistance 
to be provided, no additional borrowing authority funds are being certified 
at this time. As agreements are reached with individual producers on the price 
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to be paid for the nickel you should submit to ODM an estimate of the probable 
itimate net cost resulting from contracts together with a statement that the 
ndditional supply cannot be obtained otherwise at lesser cost to the Government 
Appropriate funds under the borrowing authority of the Defense Production Act 
will then be certified to your agency. 

As discussed in the July 26 meeting of the Defense Mobilization Board, you 
may find it desirable to obtain guidance from ODM with regard to any specific 
roject or combination of projects. Furthermore, for the purposes of the 
rogram, it will be understood that nickel oxide or nickel oxide sinter may be 
substituted for nickel metal to a limited extent if production of nickel in metal 
form cannot be obtained. 

The attached Defense Mobilization Board document and minutes of DMB 
Meeting No. 118 represent supporting documents for this authorization. 

Sincerely yours, 
ArTHouR §. FLEMMING, Director. 

Mr. Brooxs. It says: 

As discussed in the July 26 meeting of the Defense Mobilization Board, you 
may find it desirable to obtain guidance from ODM with regard to any specific 
project or combination of projects. Furthermore, for the purposes of the pro- 

m, it will be understood that nickel oxide or nickel oxide sinter may be 
substituted for nickel metal to a limited extent if production of nickel in metal 
form cannot be obtained. 

Did you seek such guidance from the ODM ? 

Mr. Fiorre. Well, in a general way, but I feel that GSA had the 
obligation to finally make this contract and I accept that obligation. 
Italked with Dr. Flemming and in my last conversation with him on 
the day that we signed the letter of intent with Freeport, March 8, 
1957, I went over to him before I signed it, but I didn’t say to him, 
“Do you think this is a good contract? You know all about these 
details and all that.’ 

I felt that was my responsibility and he felt the same way and the 
most ever said about that contract was—and Charles Kendall, the 
general council of ODM was present, and Dr. Flemming said: 

In my opinion, that contract fits the general pattern of the directive which 
we have issued. 

That is the most Dr. Flemming ever said to me whether it was a 
bum contract or a good contract. He said: 


That fits the framework of our directive. 


Mr. Brooxs. The guidelines that he had set down, he did not say 
whether it was good or bad, medium or indifferent ? 

Mr. Fiorre. I didn’t ask him. 

Mr. Brooks. And you apparently got no guidance then from ODM ? 

Mr. Frorre. Oh, yes; but I didn’t come down and say, “Do you 
think this is a good contract ora bad contract 2” 

This went on for a week or two. I said, “Here are some things I 
think are objectionable. Here is what we would like to do and J 
would like your advice.” 

Well, I think I got his advice on a good many things, but it was 
my responsibility in the end. 

Mr. Brooxs. Now, at today’s price, Mr. Floete, assuming the sup- 
ply situation does not improve radically, the Government will have 
to invest about $47 million—that is in cobalt—in a metal it does not 
and did not need at the time the contract was executed. Is tha 
correct? According to the stockpile needs that were in evidence at 
that time ? 
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Mr. Fiorre. No, we would have been short our objective if we had 
not made that contract for cobalt. 

Mr. Brooks. We would have been short our objective ? 

Mr. Frorere. That is right. 

Mr. Brooxs. Would we now be short ? 

Mr. Frorre. No, because the objective has since been changed, | 
don’t remember the date, but I think it was June 30, 1958. They 
reduced the objectives by a substantial amount. ; 

At the time we made the contract, it was still very much larger 
than it is now. We were making a contr act against those m: iXimums, 

Mr. Brooxs. What will the stor age cost ‘be on this nickel and 
cobalt, if you buy the maximum amounts or just on a pe r-pound basis? 

Mr. "FLoe TE. John, do you know? Did you make any estimate of 
that ? 

We would probably store this, whatever nickel and cobalt we may 
get under this contract, we would store it probably in the immediate 
vicinity of our Louisiana plant. There would be no use paying 
freight when we do not know when we might need it or where we might 
need it. We have adopted that as a general policy wherever possible to 
store near the plant provided we have storage at other points sufficient 
to take care of the immediate operating needs in case of an emergency, 

Our arrangements are generally very satisfactory with a producer 
such as Freeport; we have a great many of them over the country and 
we pay a rather ntiediiuid amount of storage charges. 

Mr. Brooxs. Would it bea penny a pound ? Would that be : approx- 
imately correct? Maybe you know what it costs to store the Nicaro 
nickel we now have stored. 

Mr. Frorre. I can submit that but I really do not know that. 

Mr. Brooks. Well, if you would give us an idea of what it costs to 
store both the Nicaro as an example, and what it would cost to store 
nickel and cobalt ? 

Mr. Fiorre. We will be glad to. 


(The information is as follows :) 


Freeport Nickel Co. DMP-134 and Nicaro Nickel plant nickel storage costs 


Per short ton 
Freeport Nickel Co.: per year 


Jaton Rouge, La we i cae in le Race _. $0.20 
Gulfport, Miss__ LPL NSEC CL AL IAT GETS A . . 20 
Nicaro Nickel plant: Philadelphia, Pa... {2 - ant 


Notp.—The Freeport Nickel Co. material (nickel briquettes) will be stored outside in 
steel drums, whereas the Nicaro Nickel material (nickel sinter) is stored in bags and 
requires inside storage. 

Mr. Brooks. Do you have any idea what the transportation cost 
would be to wherever you are going to store it ? 

Mr. Frorre. Well, I think we would store it—you see, ODM sets 
up a policy of storage of strategic material with the general basic 
philosophy that they should be readily available in case of an emer- 
gency, which means in the general area of where the largest amount 
of the manuf: acturing is done. 

As we have developed excess quantities, we have, however, changed 
in some respects that. storage policy. Take in the case of aluminum, 
some of which is being produced away out in the Northwest. We 
have just recently entered into contracts whereby that will be stored 
at the plant. 
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And the Government will get some reduction in price as a result 
of that. ; 

In this case, we would probably store it—Gulfport, Miss., or Baton 
Rouge, La., would be good points where we already have some storage 
ofthis type. ‘The cost of getting it to either Gulfport or Baton Rouge 
‘about $13.50 per short ton. 

Mr. Brooks. Short ¢ 

Mr. Fioere. A 2,000-pound ton. 

You can compare it for instance—we have some contracts made 
a long time ago where we have to pay the freight all the way from 
Norway and that really cost us. 

Mr. Brooks. Well, we are making some progress then. 

Mr. Fuorre. Here is one that cost us $39 a ton. Another one, $35. 
This would average about $13.50 a ton which is not very much different 
from what we are paying for International Nickel shipments from 
Port Colburne to Wardinell, Ohio; Hammond, Ind., to Kendaia, N.Y. 
or Faleonbridge to Kendaia; Culbertson, Pa.—there is some variation 
imeach one but this $13.50 is about average or a little less. 

Mr. Brooxs. What kind of security costs would you have? 

Mr. Fioere. Security ? 

Mr. Brooks. They will not take any of it in Louisiana, I know, 
because Mr. Hébert will not let them, but if some outsiders came in 
there, they might have to guard against—— 

Mr. Froete. I do not think they would be any higher in Louisiana 
than they would be in Texas or New York, would they ? 

Mr. Brooks. It might be. 

Mr. Fuoerre. I think it would be about the same. 

Mr. Brooks. What would it be ? 

Mr. Frorrr. These would be at military depots. 

We have a very excellent arrangement with the military as to the 
storage of all these strategic materials. We pay only 35 cents a 
guare foot for covered storage and 5 cents a square foot for outdoor 
storage. Now this would probably be covered storage so that would 
beabout what it would cost usa year. It is cheap rent. 

Mr. Brooks. Now, the price stated in the contract was 74 cents a 
pound on all nickel put to the Government. 

Mr. Forte. Yes, flat price. 

Mr. Brooxs. This was based on the market price at the time the 
contract was entered into, theoretically ? 

Mr. Frorrs. Yes. 

Mr. Brooks. Does that include an import duty of 114 cents a pound, 
that market price ? 

Mr. Frorre. That is right. 

Mr. Brooks. Is it a fact Freeport wil! not have to pay that import 
duty ? 

Mr. Frorre. That is correct. 

Mr. Brooks. Wouldn’t they thereby have reeeived a windfall of 
14 cents on each pound of nickel it delivers to the Government or 


_ sells to the customers, assuming it offers a full 271 million pounds 


amounting to $3,875,000, approximately ? 

Mr. Frorre. Well, they are asking for 90 cents and IT suppose we 
were more intent on getting it reduced from 90 to 74 than we were 
mthat last cent and a quarter. 
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In the final negotiation, it was 74 cents a pound. 

Mr. Brooks. It did not go at market price then, actually; did it? 

Mr. Fiorre. But it was stipulated, 74 cents. : 

Mr. Brooks. But they would not pay the 114 cents duty which 
means that in fact—— 

Mr. Forte. Because they are refining it in the United States and 
shipping it in not subject to tax. 

Mr. Brooks. There would be a difference between the market pric 
on the total and the price you could have bought it for elsewhere of 
$3,875,000 ? 

Mr. Prxe. No. 

Mr. Brooxs. Why not? 

Mr. Pike. We pay the 74 cents. 

Mr. Brooks. You do? 

Mr. Prxr. We do. 

Mr. Froere. Surely. 

Mr. Brooxs. They—other suppliers—receive what ? 

Mr. Forres. They, in turn, would have to pay a duty of 1 cent and 
a quarter to the United States. 

By the way, they would like to get rid of that. 

Mr. Brooks. They pay one and a quarter to the Federal Goverp- 
ment. They have a duty. 

Mr. Fioere. They have a duty. 

Mr. Brooks. So actually the net payable to them is 74—7234 cents! 

Mr. Fiorre. And as far as GSA is concerned, it is 74 cents. 

Mr. Brooxs. As far as the U.S. Government is concerned. After 
all, we are all in this thing together—unfortunately sometimes but we 
are. 

The net cost to the Government is only 7234 
the 114 cents you get back goes over to the U 
so, anyhow. 

Mr. Fioere. That is right. 

Mr. Brooks. ‘That means that the net receipt to Freeport would 
be a full 74 cents, and I say that that cent and a quarter makes a con- 
siderable difference. It is $3,875,000. 

Mr. Frorre. But theirs is delivered in bulk and this is packaged. 

Mr. Brooxs. The packaging costs are about six-tenths of 1 cent and 
that. still leaves $1,761,000 as a difference between the cost of packag- 
ing and the cost of—rather the benefit of—not paying an import. 

Mr. Fiorre. Now, we have Freeport down at $46 million on theone 
figure and I guess we did not get them all. 

Mr. Brooks. Well, they are pretty hard to get, as you found out. 

Now is there in the contract anything that would compel Freeport 
.to continue producing nickel after 1965 ¢ 

Mr. Fiorre. Nothing in the contract itself. 

Mr. Brooxs. They can sell to anyone they see fit to sell to? 

Mr. Fiorre. To that date we have acall right on 30 percent whether 
the right has expired or not. 

Mr. Brooks. After that they are on their own in the free market! 

Mr. Frorre. That is right: and we established a policy and that 
was the basic objective of the Defense Production Act. 

Mr. Brooxs. Mr. Floete, I would like to offer for the record this 
letter from the Freeport Sulphur Co. to yourself dated January 10, 
which is this offer we have been discussing. 
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[ just want to have it in the record, since that is what you were 


yorking from. — 
(The letter referred to follows :) 


FREEPORT SULPHUR Co., 
New York, N.Y., January 10, 1957. 
Hon. FRANKLIN G. FLOETE, 7 : 
General Services Administration, Washington, D.C. 

Deak Mr. ADMINISTRATOR: Under date of October 17 we submitted to Mr. DB. H. 
weaver, Commissioner, Emergency Procurement Services, General Services Ad- 
ministration, our offer involving a project for the production of 50 million 

unds of nickel metal and approximately 4,400,000 pounds of cobalt metal per 
year from our Moa Bay ore properties in Cuba. That offer was discussed with 
Mr, Weaver and his associates in Washington on November 21 and, in order to 
meet certain suggestions made at that time, we wrote Mr. Weaver another letter 
dated November 29 in which we proposed a modification of our offer of 
Qetober 17. 

The offer, as modified by our letter of November 29, was the subject of further 
discussion which we had with Mr. Weaver and his associates on November 30. 
During that meeting, certain additional suggestions were made to us, chiefly 
having to do with the possibility that our total investment in the project might 
beless than we anticipate. In an effort to meet those new suggestions, our offer is 
being further modified in this letter. Accordingly, and for your convenience, 
this letter supersedes our letters to Mr. Weaver dated October 17 and Novem- 
per 29, and our entire proposal as now modified is restated as follows. 

Our proposal for the production of 50 million pounds of nickel metal and ap- 
proximately 4,400,000 pounds of cobalt metal per year was submitted because of 
conversations which we had with representatives of the Government in August 
1956 during which we were informed that the Government wished us to submit 
a proposal for 50 million pounds of nickel metal per year (instead of 30 million 
pounds as previously discussed) as a part of its increased goal of 440 million 
pounds of nickel production by 1961. 

On October 18, we completed 1 year of operation of the pilot plant in accordance 
with contract DMP-105, and on October 19 we gave formal notification, in ac- 
cordance with article III-B-4(a) of the contract, to the effect that the operations 
had demonstrated the commercial technical feasibility of the process and had 
provided sufficient information for the design of a commercial-scale plant. 
Whether such a commercial-scale plant would be economically feasible, however, 
depends upon a number of factors, the most important of which is the obtaining 
of the required financing, and this in turn depends upon the price to be obtained 
for the metals produced. 

During the 2 years since contracts DMT’-105 and 106 were executed, construc- 
tion and operating costs have substantially increased, and it is generally accepted 
that further increases ure to be expected during the next several years. Both 
the availability and the cost of money have changed materially, particularly in 
the last 6 months, and the cost of private financing of a project of the size con- 
emplated has greatly increased. We have attempted to reflect these factors in 
our estimates. The pian for the project presented herein is on the basis of 
private financing, which is in accordance with our understanding of Government 
objectives, as reiterated by the Office of Defense Mobilization in its announce- 
ment of November 8, 1956. 

Our studies have shown that it will not be possible to finance the project with 
private funds as outlined herein and furnish nickel to the Government at the 
currently quoted market price ($0.74 per pound) for electrolytic nickel. It is 
equally apparent that a similar conclusion applies with even greater force to a 
30-million-pound plant as contemplated under contract DMP-106. It should be 
noted in this connection, however, that the market price does not represent the 
true value of nickel in the free markets of the world. The Office of Defense 
Mobilization has recognized through its July and November 1956 announcements 
that the Government should establish its own prices where necessary to bring 
lew production speedily into being. 

Weare attaching summaries of the basic data upon which the project has been 
evaluated. Our original proposal, submitted on October 17, was based upon our 
estimate that a total investment of $119 million would be required. In our 
meeting with Mr. Weaver and his associates on November 30, however. it was 
suggested that the proposal should include a formula which would result in a 
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lower price for nickel metal in the event that the investment should be legs than 
that anticipated. While we have considered the possibility that the investmen: 
could be less than we expect, nothing has occurred since our original propogg) 
was submitted which would make us believe that the actual investment wij be 


less than $119 million; on the contrary, events occurring since that time have 
made us feel that the investment may be greater than we anticipated. Neverthe. 


less, in order to comply with the suggestions made by representatives of the 
Government on November 30 and to make provisions for such an eventuality, we 
are proposing in paragraph No. 3 below a formula which will result in a lowe, 
price for nickel if the actual costs should be less than our estimate, but which 
will not result in a higher price for nickel if our costs should exceed the estimate 

The proposed financing includes an $80 million bank loan at 4 percent interest. 
and $30 million of subordinated debentures at 6 percent interest. We have 
assumed accelerated amortization of 80 percent of the cost of the production 
facilities in 5 years. We have also assumed that a purchase contract with the 
Government would extend to June 30, 1965, and that, in order to obtain both 
the contemplated bank loan and the equity financing, it is essential to provide 
that the bank loan will be repaid during that same period. Moreover, with 
respect to the equity financing, it is also essential to provide that the project 
will be competitive with other sources of nickel and cobalt after the bank loan 
has been paid and the Government purchase contract is at an end. We haye 
consulted competent financial authorities, and they share our opinion that the 
foregoing conditions are required to carry out successfully the proposed finane- 
ing of the project. Accordingly, the principal terms of the offer which we are 
now prepared to make to you are as outlined below: 

1. Immediate steps would be taken to design and construct facilities in Cuba 
and in the United States for the production of 50 million pounds of nickel met 
and approximately 4,400,000 pounds of cobalt metal per year. 

2. No charge would be made for the ore, in the form of royalty or otherwise. 
and no such charge is reflected in the attached cost estimates. 

3. We would agree to supply, and the Government would agree to take, over 
a period of 6 years ending June 30, 1965, 225 million pounds of nickel metal at 
a price per pound to be determined as hereinafter set forth, and 16 million 
pounds of cobalt metal at a fixed price of $2.35 per pound which, since December 1, 
has been the current market price. 

The basic price for nickel metal referred to in this paragraph 3 would be 

$0.80 per pound, with escalation up or down for changes in major operating 
cost factors since our estimate dated September 7, 1956. The basic price would 
be subject to being increased up to a maximum of $0.90 pound (with escalation 
for major operating cost factors), depending upon the amount of the total 
capital costs subject to depreciation and amortization as shown on schedule I 
attached to this letter (hereinafter called facilities’ cost), as of the close of 
the 12th calendar month following the month during which 21% million pounds 
of nickel metal shall have been produced in the facilities or as of the close of 
the 18th calendar month following the month in which the first delivery of 
nickel metal shall have been made to the Government pursuant to the purchase 
contract, whichever date shall first occur. The price of $0.80 per pound would 
be based upon a facilities’ cost not exceeding $91,840,000; the price of $0.90 
per pound would be based upon a facilities’ cost of not less than $106,840,000; 
if the facilities’ cost should be between the amounts just mentioned, the basic 
price would be fixed at a corresponding figure (to the nearest $0.001 per pound) 
between $0.80 and $0.90 per pound (with escalation for major operating cost 
factors). 
_ ‘The amount of the facilities’ cost as of the date referred to above would be 
determined and certified to the Government by independent certified public 
accountants. Meanwhile, a tentative price would be payable for current deliver- 
ies of the nickel metal subject to final adjustment up or down as soon as the 
amount of the facilities’ cost has been so determined and certified by the certified 
public accountants. Our estimate, delivered to the Government on or before 
July 1, 1959, of what the facilities’ cost will be, would be used to fix the tentative 
price. 

4. During the same 6-year period ending June 30, 1965, we would give the 
Government a call, and we would have a put, on the additional nickel production 
of the facilities up to a total of 46 million pounds of nickel metal, and the addi- 
tional cobalt production of the facilities up to a total of 8 million pounds of 
cobalt metal. The price for the additional quantity of nickel referred to in this 
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paragraph 4 would be the quoted MTRRE NES Se eeehneyiee —— meee ta 

-¢ Colborne, Ontario, duty paid, prevailing at the time of de ivery. la 
abo a is now $0.74 per pound. The price for the additional quantity of cobalt 
Foal would remain at $2.35 per pound. ' 
m5, The Government would have until January 1, 1961, to elect which one of 
the following two paragraphs would become effective, and, upon such election 
the paragraph not so selected by the Government would become void: ; 

“ Notwithstanding the provisions of paragraphs numbered 5 and 4 above, it 
would be agreed that the purchase contract would terminate whenever our cash 
return resulting from operation of the purchase contract (and from sales, if 
any, of nickel and cobalt metals produced from the project to purchasers other 
than the Government) shall equal the then total amount invested in the project 
(as shown on schedule I attached), before depreciation and not including work- 
ing capital. “Cash return” will be defined to mean the sum of net profits after 
all charges including all taxes but before dividends or amortization of fixed 
debt, plus charges against such net profits for expenses not entailing the outlay 
of cash, such as depreciation, accelerated amortization, depletion, and other valua- 
tion reserves, etc., all to be determined in accordance with good accounting prac- 
tice, and to be certified by certified public accountants. 

B. Notwithstanding the provisions of paragraphs numbered 3 and 4 above, 
it would be agreed that, if and when our cash return resulting from operation of 
the purchase contract (and from sales, if any, of nickel and cobalt metals pro- 
duced from the project to purchasers other than the Government) shall equal 
the then total amount invested in the project (as shown on schedule I attached) 
before depreciation and not including working capital, the obligations of the 
parties to buy and sell pursuant to paragraph 8 above would terminate, and in 
that case (i) the undelivered portion of the 225 million pounds of nickel metal 
and of the 16 million pounds of cobalt metal mentioned in paragraph 3 shall be 
added to the quantities of nickel and cobalt subject to the put and call specified 
in paragraph 4, and (ii) the price of all of the cobalt thereafter delivered under 
paragraph 4 would be the quoted market price for cobalt metal prevailing at the 
time of delivery. “Cash return” would be defined to mean the sum of net profits 
after all charges including all taxes but before dividends or amortization of 
fixed debt, plus charges against such net profits for expenses not entailing the 
outlay of cash, such as depreciation, accelerated amortization, depletion, and 
other valuation reserves, etc., all to be determined in accordance with good 
accounting practice, and to be certified by certilied public accountants. 

6. The nickel and cobalt referred to above would be delivered in bulk f.o.b. 
shipping point, in satisfactory physical forms to be agreed upon, and they would 
meet national stockpile material purchase specifications. 

The foregoing offer is contingent upon the following: (a) the execution of a 
definitive purchase contract with the Government containing the terms outlined 
above and other usual contract provisions including force majeure; (b) our 
obtaining a certificate from the Government providing for rapid U.S. tax amorti 
zation under which 80 percent of the cost of the production facilities (now 
estimated at approximately $95 million) would be amortized at the rate of 20 
percent per year; and (c) the completion of arrangements for financing the 
project. 

It is contemplated that all of the activities in the United States in connection 
with this project, including the purchase contract with the Government and the 
financing arrangements, would be made and performed by Cuban American 
Nickel Co., a wholly owned subsidiary of this company, on whose behalf this 
proposal is being made, and that the activities and facilities in Cuba would be 
in the name of Moa Bay Mining Co., a wholly owned subsidiary of Cuban 
American Nickel Co. Both Cuban American Nickel Co. and Moa Bay Mining 
Co. are Delaware corporations. 

It is estimated that a period of 2%, years will be required to complete the 
design and construction of the proposed facilities. The schedule discussed 
herein contemplates the beginning of production on July 1, 1959, which, in turn, 
would require us to complete financing arrangements in the very near future. 
If this schedule is to be met, a purchase contract wih the Government must be 
executed promptly in order to allow time to arrange the financing. 

We shall be glad to discuss the above proposal with you at your earliest 
convenience. 

Faithfully yours, 


LANGBOURNE M. WILLIAMS. 
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Moa Bay PROJECT 
Schedule I—EHstimated investment required 


Cost of construction (from estimate dated Sept. 7, 1956) : 











Cuba__-__-_------__-_-___-_---_---___----------------- -- $52, 000, on 
Se CE riccrnmeqrintnny aaicnnninae ee caren siemeie tehcy arena cndtore 24, 000, 009 
I gn veep trees a eicing econ ea oe ae an 76, 000, 000 000 
Allowance for initial revisions, startup expenses, inflation, and 
NI Ee taal ee On aie ed eee 19, 000, 000 
i 
FO ee se ce-erense sewn sree Gienentniey ate oon ton epee enoeen cane spsbencngs tones ----- 95, 000,00 
Costs transferable from F reeport Sulphur ‘Co__.______- . 1, 300, 009 
Interest expense and financing costs prior to commencing produc- 
SPE aeieenntuninvennaryseindiiimalbeee ripeness -------------- 8, 040, 009 
Organizational and development costs prior to commencing produc- 
RE aaencesonapiier senidrees aineeeeenoraginen neste inlet enti nae wer me areaaiciins - 2,500, 000 
Total of capital costs subject to depreciation and amorti- 
I cat ttiah cictacdicataenaiete Letitia Seven he iptes aired ne able nietcet --~~ 106, 840, 000 
Other costs (not subject to depreciation and amortization)______ 2, 370, 000 
a a saicct ta thercanesat ra sinlidaliias enpaiees- tpretin whaepdedorecp wei cla 10, 000, 000 
aOcal SmMount invested... ---------.---.. 119, 216 oi 
Portion of total investment expended at Nov. 30, 1956_____ -- 5,404 550 
Portion of total ge nt expended or authorized for expenditure 
PE FU, iia, INR ena cians ty onpeaicacrsniber cient agib ehaassees hess eres gli: sibs 7, 380, 000 
Schedule II—Projected metals deliveries 
[Pounds] 
Nickel | Cobalt 
a Soe eee _ ets 
aa aaa ate ees era 5 esa iecuinea eae pin ich hea siabaeninn eanpaeannel st ncekateiebgreiat 24, 300, 000 | 2, 130, 000 
esta se ied soos Foss le Seo ee Ee ee Ba SL se eee 48, 000, 000 4, 210, 000 
DN ices sncllachssieatiaa ia paella ninth mick ee edie ntl dddiesildnisep biel tthe wid bechek | 48, 700, 000 4, 340, 000 
a a nteaiinisian wilbmpa pha sivieaguiaer ealiihinddasactan | 50,000, 000 4, 385, 000 
en na Saad ok tae ae eA oben ee | 50, 000, 000 4, 385, 000 
ht SE a EE ee eee ae a idaibuts dak andes 50, 000, 000 4, 385, 000 
A a a a lag inn dinadbtid hate et 271, 000, 000 | 23, 835, 000 
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Schedule II] 


pROJECTED STATEMENTS OF INCOME FOR THE IST 6 YEARS OF OPERATIONS 


Assuming facilities cost of 


$106, 840, 000 $91, 840, 000 


33S . 

mit sales, pounds eo _ 

Co Nickel, at $0.74 per pound 46, 700, 000 46, 700, 000 
Nickel, at $0.80 per pound 224' 300, 000 
Nickel, at $0.90 per pound 224, 300, 000 | 

Total nickel 271, 000, 000 271, 000, 000 
Cobalt, at $2.35 per pound 23, 835, 000 23, 835, 000 
sales _ 1 $292, 430, 000 2 $270, 000, 000 
Costs and expenses 120, 170, 000 120, 170, 000 
Total... 72, 260, 000 149, 830, 000 
Depreciation and amortization 3 86, 170, 000 474, 170, 000 
Total | 86, 090, 000 | 75, 660, 000 
Interest expense 5 21, 600, 000 6 19, 650, 000 
Net operating income 64, 490, 000 | 56, 010, 000 
provision for income taxes 28, 830, 000 24, 980, 000 
Net profit 35, 660, 000 31, 030, 000 
Pebenture debt outstanding at the end of 6 years of operations Z 30, 000, 000 | 30, 000, 000 

Residual investment in fixed and working assets remaining exposed to 

risk at end of 6 years’ operations 36, 670, 000 33, 670, 000 





STATEMENT OF ESTIMATED CASH AVAILABLE AFTER 6 YEARS OF OPERATIONS 


Gross cash available from operations : | $121, 830,000 | $105, 200, 000 
Less; Capital reinvestment 6, 000, 000 | 6, 000, 000 
Net cash available : 115, 830, 000 99, 200, 000 
less: Bank loan principal repayment required 80, 000, 000 } 65, 000, 000 
Cash remaining 35, 830, 000 | 34, 200, 000 
Ratio of net cash available to the bank loan principal repayment required 1.45 | 1 53 





1The dollar sales estimate is based on sale of 46,700,000 pounds of nickel at the quoted 
market price (currently $0.74 per pound) and of the remaining 224,300,000 pounds of 
nickel at a fixed price of $0.90 per pound plus escalation for major cost factors so that the 
average nickel price amounts to $0.872 per pound. 

Cobalt sales are included at a fixed price of $2.35 per pound. 

Dollar sales are estimated as in (1) except for a fixed nickel price of $0.80 per pound 
rather than $0.90 per pound, so that in this case the average nickel price amounts to 
$0.790 per pound. 

SEstimates of depreciation and amortization chargeable to sales 
following : 

1, Accelerated amortization on $76,000,000 (80 percent of construction costs), at 
20 percent per year during the first 5 years. 

2. Normal depreciation and amortization on $30,840,000 
costs), at 5 percent per year. 

5. Normal depreciation on an estimated $1,000,000 per year of capital additions 
during the first 6 years of operations, at 5 percent per year. 

‘The basis is the same as footnote 3 except that capital cost subject to accelerated 
amortization in footnote 3-1 is $65,330,000 and the capital cost subject to normal deprecia- 
tion and amortization as described in footnote 3—2 is $26,510,000. 

5Estimates of interest expense and financing costs are based on the following preliminary 
plans for financing the project: 

1. Procurement of a bank loan of $80,000,000 bearing an average interest rate of 
4 percent and repayable in full over the first 6 years of operations. 

2. Immediate sale of $30,000,000 of debentures subordinated as to interest and 
principal and bearing contingent interest at a 6-percent rate. 

Based on this financial plant, interest expense and commitment fees prior to com 


mencing production would total $8,040,000. A construction period of 2% years is 
scheduled. 


are based on the 


{the balance of capital 


‘The basis is the same as footnote 5 except only $65,000,000 of the $80,000,000 bank 
credit is actually borrowed so that interest expense and commitment fees during the con- 
struction period amount to $6,910,000. 
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Mr. Brooks. I just want to say now I personally appreciate your 
coming down to testify and I wondered if Mr. Wallhauser or Mrs. 
Weis have : any questions of Mr. Floete. 

Mr. Watiuavser. I do have several general questions I would like 
to discuss. 

Are we very clear on the record that there was a serious shortage 
of nickel at the time this contract was negotiated 4 

Mr. Brooks. Well, there is some question about it. 

Mr. Floete seemed to think that the expansion goal at that time was 
warranted. That was his answer to the question. 

Mr. Watuiuauser. I am reading from the 11th report of the Pye. 
paredness Investigating Subcommittee of the Senate, a subcommittee 
of the Committee on Armed Services, and in their conclusion they say: 

There is a current serious shortage of nickel in spite of the tremendous ip. 
crease of total available supply. 

And they go on to say that their recommendation is that more 
production should be entered into. They goon to say: 

Nickel remains one of the most critical and strategic defense materials, 

The reason I bring it up is that I am trying to orient myself as to 
the present situation as compared with a situation at the time con- 
tracts were entered into and I think that is the basis that this com- 
mittee has to consider this contract on. 

Mr. Floete, 1 wonder if you have an answer to Mr. Charam’s 
statement this morning in which he comments that in his opinion 
or his department’s opinion, there was an inadequate documentation 
of the contract negotiations. You will recall, if you were here—I do 
not know whether you were here or not— 

Mr. Fuoretre. Yes, I was here. 

Mr. Watiuauser. I wonder whether you heard that statement and 
whether you would agree with that sti itement or whether you feel that 
your department has in some way documented all of the negotiations 
so there can be no doubt about the steps you went through i in order 
to arrive at your conclusions, which I think are important. 

Mr. Fiorerre. Well, I agree that the documentation should be suff- 
cient to clearly indicate what developed, on the other hand, I think 
in Government there is too much overdocumentation and too little 
action, many times. 

Therefore, I am against overdocumentation. I do now know the 
basis of the GAO criticism. I accept it as it is. Perhaps I am the 
only one responsible. I conducted all of these final negotiations. I 
made a personal memorandum of every conversation I had. All except 
the day-to-day things, in all of these contracts. 

~ Now, whether GAO saw those or not, I do nue know because some 
of them were for my personal file and I lid not alwe ays circulate them. 

Sometimes I did, somtimes I did not, but so far as I am concerned, 
it was pretty well documented and I do not think I oo have made 
the synopsis I did today which was all from my own records, if I 
did not have them documented. 

I agree there must be good documentation in conducting Govern- 
ment. business. 

Mr. Watiuavser. Do you feel that your office in general does that! 
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Mr. Fuorre. Well, I think we have been—it is a just criticism. We 
have been criticized on other aspects and have adopted suggestions 
and put them into effect, where we were faulty. But I do not think 
GAO, for instance, knew what I had. I think if they did, they would 
have understood. 3 

By the way, I have au very high regard for GAO. I am delighted 
they make the kind of investigations they do and I read every one of 
them. We get a lot of reports from them and they are always good 
and we try to act on them. 

Mr. WatiHauser. I think we all havea very high regard for GAO. 

Mr. Brooxs. Pardon me. 

There were some memorandums on the final negotiations on this 
contract. : ; 

Mr. Frorre. Well, I have got some; yes. I did not bring them all 
up with me. es 

Mr. Brooks. We did not see them, and I do not think GAO saw 
them. Isthat right ? 

Mr. Cuaram. I based my statement on a letter from Mr. Pike which 
confirmed what I said in a letter to him that we had only found one 
or two specific memos of meetings but it was obvious there were many 
more meetings. Mr. Pike wrote back, “You are right. The only 
thing in the file are these two,” and then he told me what took place 
at the other meetings with Freeport. 

Based on the letter we received, we concluded there were no other 
memos of any of these discussions. 

Mr. Brooks. They were not located in one file. 

Mr. Cuaram. They were not located in any one file and we were 
actually told there were not any. 

Mr. Brooxs. By Mr. Pike? 

Mr. Cuaram. Yes. 

Mr. Pixe. I think he refers to the period from March 1 to March 8 
during which time I was continually in negotiation. I did absolutely 
nothing else but negotiate. 

Mr. Brooks. On this particular— 

Mr. Pike. On this particular proposal. There was not a running 
account made of all of the individual items that came up. There 
were various drafts and I doubt that I could have put them together 
at that time. 

The only other occasion that I recall was missing was the November 
19.. There was a discussion with Freeport Sulphur which was not 
truly a negotiation because we were not in the process of negotiating 
at-that time. Because at that time it was not determined that the 
Freeport proposal— 

Mr. Brooks. Mr. Pike, pardon me, but I do not seem to be following 
you. Did you tell him there was not anything in the file written down 
about this negotiation or did you tell him that there was something? 
That is what the question was. 

Mr. Pixe. I was trying to say there were things in the file and Mr. 
Charam was given them with two exceptions, one covering the period 
from March 1 to March 8. There were no memorandums, at least. to 
my knowledge. The other was the result of an alleged negotiation 
during the month of November. There was no memorandum of 
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that. It was not, however, in negotiation. That was a discussion 
with Freeport, a preliminary discussion prior to reporting to ODM. 
There was no discussion on that. 

Otherwise there were memorandums of the conversation and they 
were turned over to Mr. Charam. 

Mr. Brooks. Well, obviously we all can see the advantages, ag we 
look back, on keeping pretty good records of what is transacted and 
it may well be that you, Mr. Floete, were dealing with it personally ang 
made some personal memos and finished them up the next day and 
threw them away and got on with your many duties or whateyey 
you had to do. 

Mr. WatiuHavser. I note, Mr. Floete, in reading your statement op 
page 2 if I recall correctly down here near the bottom you gratuitously 
inserted the word “formal” proposals, where it was not shown in the 
original typewritten statement. 

1 wondered whether or not you had endeavored to find out whether 
other companies, other than the three mentioned—— 

Mr. Fuoere. That is contained in the large statement : 

We had discussions at various times during this period with the Washington 
Steel Corp. Falconbridge Nickel Mines, Ltd., Sherritt-Gordon Mines, Ltd, and 
Arcadia Nickel Co., Newmont Mining Co., Southwestern Engineering Corp., New 
Manitoba Gold Mines, Ltd., Fano Mining & Exploration Co., and Eastern Mining 
& Smelting Co. 

None of them submitted a formal written proposal. 

Mr. Watiuavser. That’s why you inserted the word “formal.” 

Mr. Fuoere. Yes. 

There were discussions but nothing came out. 

Mr. WatLuHauser. Just for my own guidance would you please tell 
the committee whether or not you entered into these negotiations and 
conducted them throughout without any interference from anyone, 
without any suggestion from anybody other than the fact that you had 
tostay within policy lines of ODM ? 

Mr. Friorre. Well, I discussed them with Arthur Flemming, I am 
sure. 

Mr. Watinauser. Yes; you testified that you did. 

Mr. Fiorrre. Do you mean did I discuss them with anybody out- 
side? 

Mr. WaLtHaAuser. Your department, yes. 

Mr. Fxiorre. Well, I might have. The Defense Mobilization Board 
is made up of representatives from the various other departments like 
Commerce, Interior, State, Defense and some others. They are all on 
that Board. It could be entirely possible that I was invited to attend 
one or more of those meetings, and discussed the general aspects of it, 
but I never received any direction from anybody except to stay within 
the framework of the directive. 

Mr. Watiuavuser. How long has this directive of ODM been in 
effect ? 

Mr. Frorre. Since May 1956. That was the one that expanded the 
desired capacity to 440 million pounds. 

Mr. WatiHauser. How long has the directive of ODM been in 
effect? That is about not being willing to make the loan? 

Mr. Fiorre. I think that was in November. 
The press release was dated November 8, 1956. 
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Mr. WatiiAvser. That was the Board who made the decision and 
got just Dr. F lemming ¢ 

Mr. Frorre. It was issued by him and not by the Board. 

Mr. Brooks. I think we can say technically they recommend to the 
jirector,right? ot 

Mr. Foorre. I think that isit. 

Mr. Brooxs. He has the ultimate responsibility. He can agree or 
disagree with them. ‘They make a recommendation only. 

Mr. Waciuavser. I think that is all. 

Mr. Brooks. Mrs. Weis, did you have any questions of Mr. Floete? 

Mrs. Weis. You were talking about this tariff, 114 cents. Which 
way would the Government profit the most, by having Freeport Sul- 
phur pay income taxes because it is an American company, or a 
(Canadian firm which pays 114 cents duty and no income taxes 4 

Mr. Frorre. I would expect Freeport would pay more. 

Mrs. Weis. If Bethlehem had gotten the contract, they would have 
pidnones oS = 

Mr. Fiorrr. Except as they brought it in by way of dividends from 
asubsidiary. 

Mr. Brooks. I would assume there are substantial holdings of Inco 
sock in this country, though I am unfortunately not in that group, 
either. 

[remember you talked to the Appropriations Committee in Febru- 
ary 1958, and you told them, concerning the Freeport proposal : 

We did not like it as well as the other one but we had only one person to deal 
with: Freeport. 

Was that your feeling then in 1958, February, when you testified 
before the Appropriations Committee ? 

Mr. Frorrr. Yes. It must have been or I would not have said it. 

Mr. Brooks. Now, one thing while you are still here, I wanted to 
rad—Mr. Wallhauser, we have some information we ought to put in, 
m the long-term outlook for nickel as to what our capacity was, what 
we could expect from the market, which is a good question as of the 
date of this contract. 

Ina “Review of Nickel in the United States from 1946 to 1956” put 
ot by the U.S. Department of Commerce dated December 1955, it 
sayson page 27 : 

The long-term outlook for nickel for purposes of this report includes the 
prospects for a balance of supply and demand in the marketplace after 1957. 
Ithas long been the Government’s policy to taper off its purchases for Govern- 


nent account for stockpiling as it reaches successful completion of a stockpile 
goal, 


They go on down tosay that— 


‘ Inorder for industry to consume nickel at the levels of supply anticipated upon 


the completion of stockpiling, nickel consumption will have to increase by 50 per- 
cent, or to put it the other way around, nickel suppliers will have to sell over 300 
nillion pounds of nickel per year as against the current consumption rate of 
slightly over 200 million pounds. This leaves a great deal of elbow room for 
future expansion and developmental work in the nickel-consuming industries. 
Por the long-term, therefore—that is after 1957—developmental expansion pro- 
psals should be judged on technical performance and economic grounds rather 
than on the basis of nickel availability in the future, since it appears that ample 
supplies in the long-term will be readily available to meet an expansion of con- 
sumption of the magnitude indicated above. Here again the long-term outlook 
8 subject to change, up or down, depending upon security requirements. 
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Now, I thought this was particularly interesting since it was issyeq 
in December 1955 and points out that there are, as I stated, some people 
who feel that there is an adequate supply of nickel. What the ulti. 
mate answer is, of course, you can only tell from day to day. 

Mr. Watiuavser. I think that is interesting but I think this latep 
one, after careful hearings before the Senate committee, developed g 
more factual basis at the time, just about the time this contract was 
negotiated. 

Mr. Brooks. A later report? 

Mr. Watiuavser. A later report. 

Mr. Brooks. I was pointing out the date of this was December 1955 
which indicates some of the people who were well informed on it felt 
that there would be ample supply. 

Mr. Waut.uauser. I am sure there are many differences of opinion, 

Mr. Brooxs. The Department of Commerce is not infallible. No. 
body is. 

Mr. Pree. Mr. Chairman, may I correct a statement which I made 
hastily which was in error a few minutes ago ? 

Mr. Brooxs. Of course. 

Mr. Pixs. The contract price with Inco—and I am speaking of the 
stockpile contract—is a price of 74 cents. However, on that contract 
the Government does not pay the duty. 

Mr. Brooxs. On the present contract ? 

Mr. Prxe. GSA does not pay a duty on the stockpile contract, at 
74 cents. However, on the contract price which is $1.02, roughly, the 
defense production contract, there is no exemption and GSA does pay 
a duty on that. 

Mr. Brooks. You are very kind. 

Mr. Fiorere. Mr. Chairman, may I make one further statement? 

Mr. Brooks. Why, of course, sir. 

Mr. Fiorre. This chart depicts the contract 

Mr. Brooks. The chart in your statement ? 

Mr. Fiorre. No; the one I am looking at here. 

Mr. Brooks. There is another chart ? 

Mr. Frorre. This is another one. This contains a statement of the 
existing DPA nickel contracts which GSA has and which are still 
operating. Some were made in 1952 and 1953, two in 1954, and Free- 
port nickel in 1957. Each of them is a premium price contract, in 
some degree or other, except the Freeport contract. 

I give it for the record because it shows what has gone on in the 
past. Here is one made in 1953, in which we are paying or have paid 
throughout the contract an average of $1.01 a pound. 

_ Here is one, an average of $1.09. Another, 92 cents. Another 85 

cents. Another, market plus 1.41 cents. That is a very small one, 
fortunately. Another, 82 cents, another 86 cents, or an average of 98 
cents a pound these contracts have cost the Government. We have 
one contract now made in 1958 where we are actually paying as high 
as $1.14 a pound. 

Mr. Henperson. Mr. Floete, do you know what the supply-demand 
situation in nickel was in 1953 as compared to 1957 ? 

Mr. Frorere. The supply and demand phase of it? 

Mr. Henperson. Yes, sir. We had a chart entered into the record 
this morning, and I think the pressures were considerably greater, In 
1950, 1951, 1952, and 1953. 
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Mr. Fuorre. I thought I had that here. 

In 1953, the free- world production of nickel was 348 million pounds. 
These are Bureau of Mines figures. The U.S. consumption was 211,- 
362,000 pounds. 

In 1954, it was 384 million production; 190 million consumption. 

In 1955, 480 production ; 220 consumption. 

In 1956, 462 million pounds production; 255 million consumption. 

1957, 518 million pounds production ; 245 million U.S. consumption. 

I don’t have the figures for 1958. They weren’t available. 

Mr. Brooks. We h: ave them on the charts that just came in. 

Well, Mr. Floete, I just want to say the subcommittee appreciates 
your courtesy and cooperation, and your taking time out to come 
down and be with us. We appreciate very much your being here. 
We are delighted to see you are continuing to make progress in the 
GSA with the thousands of different contracts and problems that 
you have to cope with. We want to encourage you in your excellent 
work. 

I think that is a fair statement of our feeling, Mr. Wallhauser. 

Mr. WatituaAuser. Yes, sir. 

Mr. Brooks. Mrs. Weis? 

Mrs. Weis. Yes, it is. 

Mr. Brooks. Mrs. Weis, we have concluded with Mr. Floete on 
DMP-134, and we would like to have briefly some comment on DM P- 
105 and DMP- 106. I thought we could hear Mr. Charam first, and 
then we would hear Mr. F loete, and then he ae complete his testi- 

mony unless we would have some executive-session testimony later 
which I do not anticipate. 

Mr. Firorre. That will be fine. 


STATEMENT OF CHARLES WIGHT, PRESIDENT, FREEPORT 
SULPHUR CO. 


Mr. Wieur. Mr. Brooks, lam Charles Wight, president of the Free- 
port Sulphur Co. 

Mr. Brooks. I appreciate hearing from you, but as a Member of 
Congress this is a congressional hearing and we welcome you as a 
citizen to be here, and to listen, but we have not invited any of the 
members of your firm to testify because we did not feel that their 
testimony would be germane and any letters or material that you 
would like to submit to our subcommittee or to me, or to any of the 
members, we would be pleased to read and evaluate. 

Other than that, we are going to continue with our hearings, sir, 
and I would not want to dissuade you. 

Mr. Charam, will you please come up? 

Mr. Wier. Mr. Brooks, I wonder if you would be good enough 
just to hear what I have to say- 

Lam about to say that Senator Long explained to you my problem, 
and that it will not be possible for me to be here tomorrow, at which 
time IT would hope that you would find opportunity for us to testify. 

Inasmuch as I will not be able to testify, I would like your per- 
mission to submit for the record a statement containing several ex- 
hibits which bear on the pertinence of your inquiry and I ask your 
permission to submit these statements for the record. 











128 NICKEL-COBALT CONTRACT OBLIGATIONS 


Mr. Brooks. Mr. Wight, I appreciate your comment, and we wil] 
accept whatever you want to submit, and take it under advisement ag 
to-whether or not we will put it in the record or return it or whateyer 
disposition will be made. I do not feel that we have in any way 
impinged upon your rights as a fine citizen of this country, and we 
don’t mean to be discourteous to you in any way, and I regret that your 
informants have—not informants, but your associates and colleagues— 
have encouraged you to testify when we are not attempting to invest. 
gate either your motives or your objectives in acquiring this contract. 

We are primarily concerned, as we have publicly stated, with the 
Government officials approving such a contract, not with the recipients 
of this contract. We have no quarrel with you personally or with 
your company. We are concerned with the Government’s interna) 
workings, not the affairs of your corporation, which is undoubtedly 4 
very fine and impressive one, and we want to wish you every success 
on your trip to Cuba, and I know that you have our best wishes jp 
your endeavors there. 

Mr. Wienrt. I thank you for your statement, but I am sure you 
realize the pertinence of our interest in this topic, and I would like to 
offer these for the record. 

Mr. Brooks. We will accept it and take it under advisement, sir2 


STATEMENT OF PHILIP CHARAM, ASSISTANT DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Brooxs. Mr. Charam, you have been identified earlier as an 
assistant director in the General Accounting Office. 

Now, in this capacity did you make or supervise the making of an 
audit report on contract DMP-105 calling for the construction of a 
pilot plant for the testing of a process of extracting nickel? 

Mr. Cuaram. Yes, sir. 

Mr. Brooks. We will put the contract and the report in the record. 

(The document referred to is as follows:) 


Contract No. DMP-105 BETWEEN UNITED STATES OF AMERICA AND 
FREEPORT SULPHUR Co. 


This contract, entered into between the United States of America (hereinafter 
referred to as the “Government’”), acting by and through the Administrator 
of General Services, his successors, assigns, and duly authorized representa- 
tives (pursuant to the authority contained in the Defense Production Act of 1950, 
as amended, and Executive Order No. 10480, as amended) and Freeport Sulphur 
Co., a corporation organized and existing under the laws of the State of 
Delaware (hereinafter referred to as the “contractor’’), witnesseth: 

Whereas contractor represents that by virtue of its own research and develop- 
ment work and of information available to it under an exclusive license from 
Chemical Construction Corp. (hereinafter referred to as “Chemico”), it has 
processes for the production of nickel and cobalt metals from Cuban lateritic 
ores ; and 

Whereas Nicaro Nickel Co. (hereinafter referred to as “Nicaro”’), a wholly 
owned subsidiary of contractor, is the owner of certain properties in the Moa 
Bay region of Cuba containing lateritic ores ; and 


1The documents referred to will be found in the files of the subcommittee, where they 
are available for reference. The chairman has been advised that other copies of the 
documents have been provided by the Freeport Sulphur Co. to all members of the sub- 
committee. 
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Whereas existing supplies of nickel metal and cobalt metal are inadequate to 
meet the requirements of the national defense program and the Government 
desires to have 150 million pounds of nickel metal and 15 million pounds of 
cobalt metal produced ; and 

Whereas Nicaro has expressed a willingness to enter into a purchase contract 
with the Government for the sale of nickel and cobalt metals derived from said 
ores in the Moa Bay region of Cuba; and ’ ' 

Whereas the Government is of the opinion that the cost of metal produced 
from such ores by means of said processes is too uncertain, and that the interests 
of national defense would be served by the further development of processes to 
treat such ores in a pilot-plant operation to develop engineering and cost data 
on a scale which will permit extrapolation of such data to a commercial operation 
with a maximum degree of assurance ; and 

Whereas in accordance with the Government’s request, contractor submitted to 
the Government for its confidential use, with a letter dated January 18, 1954, 
a report containing, among other things, an estimate of the cost of construction 
and operation for 1 year of a pilot plant to treat 50 short dry tons per day of Moa 
Bay ore, as defined hereinafter, for the recovery of nickel metal and cobalt 
metal and a brief description of the proposed process, together with material- 
fow diagrams and process-equipment flow diagrams, said letter of January 18, 
1954, and report hereinafter being referred to as the “confidential report”; and 

Whereas simultaneously with the execution of this contract, the Gov- 
ernment and Nicaro are entering into a purchase contract for the sale by Nicaro 
to the Government of certain quantities of nickel and cobalt metals over a period 
of 5 years (hereinafter referred to as the “production contract’): Now, there- 
fore, in consideration of the premises and of the mutual promises herein con- 
tained, the parties hereto agree as follows: 


ARTICLE I, DEFINITIONS 


For the purposes of this contract: 

A. “Moa Bay ore” means Cuban lateritic ore averaging about 1.35 percent 
nickel and about 0.14 percent cobalt, derived from mining properties owned or 
controlled by Nicaro in the Moa Bay region of Cuba. 

B. “Process” and “alternate process.” 

1. “Process” means a high-temperature, sulfuric acid leaching process, includ- 
ing all apparatus, equipment, and devices relating to and useful in the process, 
for separation and recovery of nickel and cobalt metals (and which may subse- 
quently permit the recovery of byproducts) from Cuban and other lateritic ores 
and which contractor represents is owned by it or available to it under license 
from Chemico, consisting of the following three principal steps as set forth in the 
confidential report: 

(a) Sulphuric acid leaching. 

(b) Production of an intermediate concentrate of nickel and cobalt by 
selectively precipitating the nickel and cobalt under controlled conditions as 
sulfides. 

(ec) Production of nickel and cobalt metal from the intermediate con- 
centrate by redissolving the nickel and cobalt contained therein as sulfates 
and by selective reduction of nickel and cobalt from the resulting solution by 
means of hydrogen. 

2. “Alternate process” means (a) a method of producing nickel and cobalt 
metals from Cuban and other lateritic ores, including all apparatus, equipment, 
and devices relating to and useful in the process, that is similar to the process 
except that, in the second step, the intermediate concentrate of nickel and 
cobalt is produced by selectively precipitating the nickel and cobalt as hydroxides 
rather than sulfides; (b) any other process recommended by contractor and 
approved in writing by the Government; or (c) any other process requested by 
the Government and assented to by contractor. 

3. (a) There is attached hereto as confidential schedule I and made a part 
hereof a list of all U.S. patents and patent applications owned by contractor or 
Chemico or under which either of them has a right to grant licenses relating to 
the process or the alternate process. 

(b) At the conclusion of the construction program referred to in article III-A 
hereof, contractor shall furnish to the Government a supplemental list, identical 
in form, of all U.S. patents and patent applications covering inventions developed 
independently of the construction program. Such supplemental list shall be 


’ 
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designated confidential supplemental schedule I and shall be attached hereto and 
made a part hereof. 

C. “Plant site’ means a parcel of real property to be provided by contrac 
at its own cost, located in the parish of Plaquemines, State of Louisiana. 

D. “Pilot-plant program” means the project for the construction and operation 
of a pilot plan on the scale, in the manner, and for the purposes set forth in this 
contract. 

E. “Nickel” means nickel metal meeting the chemical and physical require. 
ments for any one of the forms of nickel metal specified in National Stockpile 
Material Purchase Specifications P—36, dated February 13, 1952. 

¥. “Cobalt” means cobalt metal meeting National Stockpile Material Py,. 
chase Specifications P—13—R, dated March 10, 1953. 


tor 


ARTICLE II. PURPOSES OF THE PILOT-PLANT PROGRAM 


Contractor shall perform such acts as are necessary— 

A. To test the commercial technical feasibility of the process, as described in 
detail in the confidential report, which confidential report by this reference jg 
incorporated herein and made a part hereof, or any duly authorized alternate 
process ; 

B. To provide adequate design and engineering data to enable Nicaro to 
design and construct a commercial-scale plant necessary and sufficient to carry 
out Nicaro’s obligations under the production contract when it becomes 
operative; and 

C. To accumulate cost data necessary to determine the economic feasibility of 
the proposed commercial-seale plant. 


ARTICLE III. CONSTRUCTION AND OPERATION OF PILOT PLANT 


To fulfill the obligations undertaken by contractor under this contract, con- 
tractor shall perform the following work: 


A. Construction program 


1. Contractor shall, without delay, design, construct, equip, and maintain on 
the plant site a pilot plant suitable for testing the process. The pilot plant shall 
have a capacity to treat 50 dry short tons (2,000 pounds avoirdupois each) per 
day of Moa Bay ore, and shall consist of any and all improvements, buildings, 
structures, installations, machinery, and equipment located in or upon the plant 
site pursuant to the provisions of this contract. 

2. Contractor shall acquire, for its own account, the plant site together with 
such easements and other rights as may be necessary to the full use and enjoy- 
ment thereof for the purpose of constructing and operating the pilot plant. 
Contractor shall furnish the Government with a detailed description of all such 
property which description shall be designated schedule II and shall be attached 
hereto and made a part hereof. 

3. Contractor shall construct or cause to be constructed, as economically as 
reasonably practicable, such improvements, buildings, structures, and installa- 
tions as will be adequate to the discharge of contractor’s obligations hereunder. 
The buildings, structures, and installations to the extent reasonably practicable 
shall be temporary and removable. 

4. Contractor shall purchase, for the Government’s account, as economically 
as reasonably practicable, machinery and equipment adequate to discharge the 
contractor’s obligations under this contract, with the understanding that, inso- 
far as reasonably practicable, contractor shall acquire used equipment in satis- 
‘factory condition; and shall install such machinery and equipment and perform 
all other steps necessary for the assembly and operation of the facilities. 

5. Contractor shall furnish the Government with a detailed description of all 
such improvements, buildings, structures, installations, machinery, and equip- 
ment together with the estimated cost thereof prior to the acquisition or con- 
struction thereof, which description shall be designated construction appendix 
A and shall be attached hereto and made a part hereof. 

6. The pilot plant facilities shall be constructed, equipped, and ready for 
operation as soon as reasonably practicable but (subject to the provisions of 
article XXVI) no later than 1 year from the date of approval by the Govern- 
ment of construction appendix A hereof. 

7. In carrying out its obligations under the construction program, contractor 
may employ such subcontractors and enter into such written contracts with them 
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it may deem advisable; a copy of any such contract shall be furnished to the 
fovernment within 30 days after the execution thereof. 
a Within 15 days after the completion of the const ruction of the pilot plant, 
contractor shall notify the Government in writing of the date of such completion. 


B. Operation program é 

1. Ore supply: During the period of construction of the pilot plant, con- 
tractor shall take whatever steps are necessary to procure a supply of approxi- 

ately 20,000 short tons of wet Moa Bay Ore to be used in the operation of the 
— t plant, and shall cause such ore to be shipped to the pilot plant at such 
cae and in such quantities so that ore will always be available when needed. 

9 Immediately upon the completion of the construction of the pilot plant, 
contractor shall cause such plant to be placed in operation in such manner as 
js necessary to fulfill the purposes referred to in article II hereof. Contractor 
shall employ only the process in the operation of the plant; provided, however, 
that in the event contractor determines that it would be desirable to test an 
alternate process, contractor shall advise the Government of such determination 
in writing, setting forth in detail the reasons upon which such determination 
is based and the nature of the alternate process, which determination shall be 
promptly considered by the Government and, subject to the approval of the 
jovernment, contractor shall have the right to test the alternate process in the 
operation of the pilot plant; and provided further that the Government shall 
have the right to request contractor to test an alternate process. 

8 Contractor shall operate and maintain the pilot plant until either 

(a) Data have been accumulated which, to the satisfaction of the contractor, 
(i) demonstrate the commercial technical feasibility of the process used, (ii) 
provide sufficient information for the efficient engineering design of the com- 
mercial-scale plant proposed under the production contract, and (iii) lead to a 
determination that a commercial-scale plant may be economically feasible, or 
(iv) support contrary conclusions; or i 

(b) The expiration of 1 year from the date of completion of the construction 
program, whichever of the above events, (a) or (b), first occurs, subject how- 
ever, to the provisions of article III-B—5(a) hereof. 

4. (a) Promptly after the happening of the earlier of the two events referred 
to in article I1I-B-3 hereof, contractor shall notify the Government, in writing, 
whether or not in its opinion the data which have been accumulated (i) demon- 
strate the commercial technical feasibility of the process used, (ii) provide 
sufficient information for the efficient engineering design of the commercial- 
seale plant proposed under the production contract, and (iii) lead to a deter- 
mination that a commercial-scale plant may be economically feasible. 

(b) In the event contractor advises the Government that in its opinion such 
data demonstrate such feasibility and provide such information then if within 
6 months thereafter contractor (i) notifies the Government in writing that it 
has determined that the proposed commercial-scale plant is economically feasible 
and that Nicaro or any other subsidiary company owned or controlled by con- 
tractor or Nicaro will proceed with the construction of commercial facilities, 
and (ii) delivers to the Government a statement in writing setting forth its 
estimate of the amount of capital required for the construction of the proposed 
commercial-scale plant and of the amount of working capital required for pur- 
poses of operation, stating that it has obtained the aggregate capital required 
for such purposes, and setting forth the manner in which such capital has been 
obtained and will be made available, the production contract herein referred to 
shall automatically become operative, unless previously terminated by the 
Government pursuant to the provisions of said production contract. 

(c) In the event contractor advises the Government that in its opinion such 
data do not demonstrate such feasibility or do not provide such information 
contractor shall cease operating the pilot plant and all property acquired under 
this contract shall be disposed of as hereinafter provided. 

5. (a) In the event contractor’s determination under article ITI-B-4(a) 
hereof is in the affirmative and contractor determines that it is desirable to 
continue operation of the pilot plant beyond 1 year from the date of commence- 
ment of operations thereof, contractor upon notifying the Government in writing 
may continue the operation of such pilot plant for an additional period of not 
more than 1 year without rental but at its own operating expense; provided, 
however, that this paragraph shall not extend the time within which contractor 
must give the notice required in article III-B-4(b) hereof. In such event 
contractor shall hold the Government harmless from any and all claims for 








132 NICKEL-COBALT CONTRACT OBLIGATIONS 


damages of every character caused to property and from any and all Claims 
for personal injuries (including death), resulting from or connected with the 
operation of the pilot plant during such extended period. 

(b) In the event contractor gives the advice required under article ITI-~B-~4(¢) 
hereof but the Government desires to operate said pilot plant for an additional 
period contractor will upon written request from the Government lease the plant 
site to the Government without rental (except that the Government shall pay 
all ad valorem and other taxes which may be assessed upon the pilot plant with 
respect to the period involved) for a period of not more than 1 year from the 
date on which contractor ceases to operate said pilot plant. In such event the 
Government shall hold contractor harmless from any and all claims for damages 
of every character caused to property and from any and all claims for persona) 
injuries (including death), resulting from or connected with the operation of 
the pilot plant during such extended period. 


ARTICLE IV. TITLE TO THE FACILITIES 


Title to the plant site and to any improvements, buildings, structures, or 
installations constructed thereon shall be in contractor. Title to all machinery 
and equipment acquired for use in the pilot plant under this contract shall pe 
in the Government. Except for improvements to the plant site the pilot plant 
shall, to the extent permitted by Louisiana law, be deemed to be personal 
property. 

ARTICLE V. OTHER OBLIGATIONS OF CONTRACTOR 


A. Contractor shall completely supervise all work under this contract in such 
manner as to enable it to report fully and in detail the metallurgical results 
accomplished and the operating costs thereof as hereinafter provided. 

B. Contractor shall discharge its obligations under this contract ag e¢o- 
nomically as reasonably practicable consistent with the scope of the pilot plant 
program and the attainment of its objectives. Contractor shall be accountable 
to the Government for all machinery and equipment, raw materials, supplies, 
finished materials, related products and byproducts acquired or produced, in 
whole or in part, under this contract. 

C. At the option, request, and direction of the Government and on its behalf, 
contractor shall use reasonable efforts to dispose of nickel, cobalt, and any 
byproducts or related products produced, in whole or in part, under this con- 
tract at the then current market price. The net proceeds therefrom shall be 
remitted directly to the Government. The Government reserves to itself the 
right to take without payment such production fur its own purposes. This pro- 
vision shall not limit the right of contractor to use such nickel, cobalt, byproducts, 
or related products for test purposes related to this contract. 


ARTICLE VI. COST OF THE PROGRAM 


A. The agreed maximum cost to the Government of performing the work 
under this contract shall not exceed in the aggregate $6,250,000 consisting of 
(1) not to exceed $3,250,000 for the cost of carrying out the construction pro- 
gram hereinbefore referred to in article III-A hereof; (2) not to exceed 
$500,000 to defray any costs of facilities as the result of revisions deemed nec- 
essary by contractor and approved by the Government; and (3) not to exceed 
$2,500,000 for the cost of carrying out the operation program hereinbefore 
referred to in article III-B hereof including not to exceed $500,000 for the cost 
of mining and shipping ore. 

B. In determining the cost of the pilot plant program— 

1. No charge (royalty or otherwise) will be made for the ore except as 
expressly provided for in this contract. 

2. No patent royalty will be charged for the manufacture, use, or sale of any 
invention covered by any patent covering the process or alternate process tested 
in the pilot-plant prograina. 

C. Reimbursement procedure for construction program costs and operation 
program costs: 

1. From the effective date of this contract the Government shall, from time 
to time, reimburse contractor, upon presentation of invoices properly certified 
and supported by original vouchers covering expenditures for which reimburse- 
ment is requested, in an amount not to exceed $3,250,000 with respect to con- 
struction-program costs, in the amount not to exceed $500,000 with respect to 
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cost of facilities resulting from approved revisions and in an amount not to 
xceed $2,500,000 with respect to operation-program costs which shall be limited 
; the items contained in schedule II of the confidential report unless otherwise 
approved by the Government. vont | 

9, Contractor shall submit once each month, in triplicate, a detailed state- 
ment of expenditures made by contractor under this contract, supported by 
receipts and other data in such form and to the extent required by the Govern- 
ment. All invoices shall contain the following certification signed by an officer 
of contractor, evidence of whose authority and whose authenticated signature 
ghall be submitted to the Government : “T hereby certify that the above is correct 
and just and that payment therefor has not been received. 


After such review, audit, and certification as shall be deemed necessary by the 
Government, contractor shall be reimbursed promptly for its proper expenses. 

D. Miscellaneous financial provisions : ‘ 

1. No reimbursements. shall be made for any costs incurred or paid prior to 
the date of this contract, or for any other costs or expenses not contemplated 
under this contract. rte 

2, Contractor shall not be reimbursed for any general divisional costs or any 
general overhead expenses other than such costs So classified as may be incurred 
directly in fulfillment of any of contractor's obligations under this contract. 
Contractor shall also be entitled to reimbursement for the reasonable appor- 
timment of payroll costs, including items of payroll overhead, of any of con- 
tractor’s employees who devote time to the pilot plant program. 

8 Contractor shall purchase and maintain insurance on all property acquired 
or constructed pursuant to the provisions of article I1I-A-3 and ii A-4 hereof 
against such hazards, in such amounts, and with such companies as shall be 
satisfactory to, or required by, the Government. ‘ 

4, Travel and related subsistence expenses essential to the performance 
hereof shall conform to the practices normally followed by contractor in the 
ordinary conduct of its business; provided, however, that subsistence shall not 
exceed a maximum of $15 per man per day. 

5. Invoices shall be addressed to the Director, Defense Accounts Division, 
Regional Office Building, Seventh and D Streets SW., Washington 25, D.C. 


ARTICLE VII. GOVERNMENT REPRESENTATION 


The Government reserves the right to station at the plant site at any and 
all times a representative or representatives to observe, review, and report on 
contractor’s operations, and to inspect and audit the accounting records referred 
to in article IX hereof. The Government representatives shall be given full 
access to all parts of the pilot plant, and shall have such authority for approval 
of plans, specifications, drawings, purchase orders, invoices, and related matters 
as shall be delegated to them by the Government, to the extent such approval 
by the Government is required under the terms of this contract. Except for such 
expenditures as are provided for in construction appendix A hereof, contractor 
shall obtain prior approval of the Government for any expenditure in excess of 
$5,000 from the construction account and for any expenditure in excess of 
$1,500 from the fund for revisions. 


ARTICLE VIII. REPORTS 


Contractor shall furnish to the Government from time to time such reports 
as the Government may reasonably require, including but not limited to monthly 
reports covering the detailed progress made in completing the construction pro- 
gram, and during the operation program, complete metallurgical accountings, 
together with complete cost data, in a form satisfactory to the Government. 
Contractor, upon completion of the construction program, shall submit a detailed 
description of all improvements, buildings, structures, installations, machinery, 
and equipment together with the cost of construction or installation thereof 
which description shall be designated “Factual Appendix A” and shall be 
attached hereto and made a part hereof. Contractor, upon completion of the 
operation program, shall submit a final report of the results accomplished, and 
after all contractors’ other obligations have been discharged, a final report 
accounting for the nickel, cobalt, supplies, and other materials produced and 
acquired hereunder in whole or in part. To the extent requested by the Gov- 
ernment, contractor shall make available to the Government for the confidential 
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use of the Government such information in its possession outside the Scope of 
the contract as is essential to the comprehension of the theory and practice of 
the information contained in contractor’s reports. Contractor shall also make 
available to the Government such information in its possession obtained ag the 
result of the work performed under this contract as is essential to the compre. 
hension of the theory and practice of the information contained in contractor's 
reports. 


ARTICLE IX. RECORDS 


All accounting records relating to costs incurred in contractor’s performang 
hereunder shall be maintained separately and shall be subject to inspection and 
audit during regular business hours by any authorized representative of the 
Government. 

ARTICLE X. SECURITY 


A. Upon the expiration, termination, or cancellation of this contract, ¢op. 
tractor shall, upon written request of the Government and after contractor has 
been reimbursed therefor, convey to the Government good and merchantable title 
to all buildings, structures, installations, machinery, and equipment, owned ang 
acquired by contractor under this contract, and raw materials, supplies, 
minerals, products, byproducts, and other materials, in any form, produced, iy 
whole or in part, under this contract. 

B. To secure the performance of this obligation contractor shall execute 
and deliver to the Government a valid first and paramount mortgage lien upon 
such property. Said mortgage shall be in form and substance satisfactory to 
the Government, and contractor shall deliver to the Government an opinion of 
its counsel that said mortgage constitutes a valid first and paramount lien up 
said property. 

C. Removal of property: Within 6 months from the date of acquisition by 
the Government of title to such property (whether by conveyance from con. 
tractor or by prosecution of the Government’s rights under said mortgage) the 
Government shall remove all Government-owned property from the plant site: 
Provided, however, That contractor shall have the first right to purchase any 
or all such property, if such property is to be offered for sale by the Government, 
at a price to be negotiated between the parties hereto: Provided further, That 
such right must be exercised by contractor within 30 days from the date the 
Government notifies contractor in writing that such property is to be offered for 
sale. 

ARTICLE XI. PATENT INDEMNITY 


Contractor agrees to indemnify the Government and its officers, agents, 
and employees against liability, including court costs, for infringement upon 
any letters patent of the United States (except letters patent issued upon an 
application which is now or may hereafter be, for reasons of national security, 
ordered by the Government to be kept secret or otherwise withheld from issue) 
arising out of the performance of this contract or out of the use, manufacture, 
or disposal by or for the account of the Government of supplies furnished or 
work performed hereunder or out of the unauthorized disclosure of technical 
information relative to such use, manufacture, or disposal. The foregoing in- 
demmnity shall not apply (a) unless contractor shall have been informed as soon 
as practicable by the Government of the suit or action alleging such infringement, 
and shall have been given an opportunity to present recommendations as to 
the defense thereof; or (b) if the Government enters into any agreement in 
settlement of such infringement, claim or action without the consent of contractor, 
unless required by final decree of a court of competent jurisdiction. 


ARTICLE XII. NOTICE AND ASSISTANCE REGARDING PATENT INFRINGEMENT 


A. Contractor agrees to report to the Government, promptly and in reasonable 
written detail, each claim of patent infringement based on the performance of 
this contract and asserted against it, or against any of its subcontractors if it has 
notice thereof, 

B. In the event of litigation against the Government on account of any claim 
of infringement arising out of the performance of this contract or out of the 
use of any supplies furnished or construction work performed hereunder, con- 
tractor agrees that it will furnish to the Government, upon request, all evidence 
and information in its possession pertaining to the defense of such litigation. 
Such information shall be furnished at the expense of the Government except 
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jn those cases in which contractor has agreed to indemnify the Government 
against the claim being asserted. 


ARTICLE XIII. REPORTING OF ROYALTIES 


Contractor agrees to report in writing to the Government during the perform- 
ance of this contract and prior to its completion or final settlement, the amount 
of any royalties or royalty rates paid or to be paid by it directly to others in 
connection with the performance of this contract, together with the names and 
addresses of licensors to whom such payments are made and either the patent 
numbers involved or such other information as will permit identification of the 
patents or other bases on which royalties are to be paid. 


ARTICLE XIV. PATENT RIGHTS 


A. Contractor represents that under the terms of an agreement between con- 
tractor and Chemico, dated February 20, 1953, contractor has obligated itself to 
assign to Chemico certain “improvement inventions,” as therein defined, relating 
to the recovery of nickel and cobalt, subject to contractor's irrevocable, non- 
exclusive right to use the same. Contractor further represents that, with the 
consent of Chemico, which consent is contained in a letter from Chemico to 
contractor, dated May 20, 1954, a certified copy of which is designated schedule 
III and attached hereto and made a part hereof, any such “improvement inven- 
tion” is included in the term “subject inventions” as hereinafter defined. 

B. Notwithstanding such agreement with Chemico, contractor agrees, with 
the consent of Chemico, which consent is contained in said letter fronr Chemico 
to contractor dated May 20, 1954, that, as to any new patents covering inventions 
made by its technical employees in constructing and operating the pilot plant 
under this contract, hereinafter in this article referred to as “subject inven- 
tions,” it or Chemico shall grant to the Government an irrevocable, nonexclusive, 
nontransferable, and royalty-free license to practice, and cause to be practiced 
for the Government throughout the world, each subject invention in the manu- 
facture, use, and disposition according to law, of any articles or material, and in 
the use of any method: Provided, however, That as to improvement inventions 
such license to the Government will be limited to the recovery of nickel and 
cobalt and will not be granted under letters patent of the Dominion of Canada: 
And provided further, That nothing herein contained shall convey any right to the 
Government to practice or have practiced for it any subject invention for the 
purpose of providing services or supplies to the general public, other than for 
national defense, in competition with contractor or Chemico or their respective 
commercial licensees of such subject inventions. 

C. Contractor further agrees as follows: 

1. To make written disclosure promptly to the Government of each subject 
invention which reasonably appears to be patentable and to exert all reasonable 
effort to make such disclosure not later than 6 months after first publication 
public use, or sale. 

2. To specify at the time of such disclosure whether or not said subject in- 
vention has been or will be claimed in a United States patent application, and 
unless contractor thereafter notifies the Government to the contrary within 8 
months after such first publication, public use, or sale, to file or cause to be 
filed in due form and time a United States patent application covering each 
subject invention so specified. 

3. To the extent of contractor’s right to do so, to deliver to the Government 
such duly executed instruments (prepared by the Government) of assignment, 
application papers, powers of attorney, and rightful oaths as are necessary to 
vest in the Government the sole and exclusive ownership and the right to apply 
for and prosecute patent applications covering each subject invention which 
contractor does not specify as aforesaid (or having so specified, thereafter 
notifies the Government to the contrary), subject, however, to the reservation 
of an irrevocable nonexclusive and royalty-free license thereunder to contractor 
(and to its existing and future associated and affiliated companies, if any, 
within the corporate structure of which contractor is a part) which licens» shall 
be assignable to the successor of that part of contractor’s business to which it 
pertains. 

4. To furnish promptly to the Government on request an irrevocable power of 
attorney to inspect and make copies of each United States patent application 
as filed by or on behalf of contractor covering any such invention. 
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5. In the event contractor elects not to continue prosecution of any such 
United States patent application filed by contractor, to so notify the Government 
within 60 days before the expiration of the response period, and upon Written 
request, to deliver to the Government, to the extent of contractor's right to do 
so, a duly executed assignment to the Government of the entire rights to such 
patent application and any subject invention claimed therein, subject to a 
reservation as specified in 3 above. 

6. To deliver to the Government duly executed instruments fully confirmatory 
of any license rights herein agreed to be granted to the Government. " 

7. If to the best of contractor’s knowledge and belief, no inventions haye 
been conceived or first actually reduced to practice under this contract, go ty 
certify to the Government. 

D. Contractor further agrees to require each and all of its technical employees 
who are or have been engaged in such work that they might be reasonably 
expected to make subject inventions, to sign an agreement in writing where. 
under such employees agree to assign to contractor all rights thereto and to 
patents and patent applications covering said inventions; and contractor does 
hereby warrant that each and all of its technical employees shall have executeg 
such an agreement within 1 month from the date hereof or the date of his 
employment, whichever is later. 

E. The provisions of paragraph B of this article shall be applicable only jy 
the event that (1) the production contract does not become operative, (2) Nicaro 
commits a substantial breach of or default under the production contract, or 
(3) the President of the United States declares a national emergency. 


ARTICLE XV. FOREIGN PATENT RIGHTS 


A. In the event that contractor files a United States patent application under 
the provisions of article XIV—C-—2 hereof, contractor has the option of filing 
applications in any foreign countires, exercisable by filing the applications in 
foreign countries of its selection, within 6 months of the date of such United 
States application. It is agreed that if contractor does not-so exercise its said 
option with respect to any foreign country, the Government may file in such 
foreign country. 

B. Contractor agrees 

1. To inform the Government within 6 months of the filing by contractor of 
the United States application on any subject invention, and, if practicable, prior 
to the publication of the invention in any country, of all corresponding foreign 
applications filed by or in behalf of the contractor ; 

2. To inform the Government of any publication of the invention at the 
earliest practicable date and identity of such publication ; 

3. At the Governmeni’s request to contractor in writing, to convey to the Gov- 
ernment, contractor’s entire right and interest in foreign patents on such inven- 
tion in these countries in which contractor has not filed foreign patent applica- 
tions, by delivering to the Government such duly executed instruments (prepared 
by the Government) of assigument, application papers, powers of attorney and 
rightful oaths as are necessary to vest in the Government contractor's right and 
interest aforesaid and the right to apply for, prosecute, and maintain patents 
covering said invention, subject, however, to the reservation of a nonexclusive 
and royalty-free license thereunder to contractor (and to its existing and future 
associated and affiliated companies, if any, within the corporate structure of 
which the contractor is a part) which license shall be assignable to the suceessor 
of that part of contractor’s business to which it pertains; and 

4. In the event that contractor elects not to continue the prosecution of any 
‘such foreign application or not to maintain any patent granted on such applica- 
tion, to so notify the Government not less than 90 days before the expiration of 
the response period or patent lapse date, and, upon written request, to deliver 
to the Government such duly executed instrument prepared by the Government 
as will convey to the Government contractor’s entire right and interest in the 
said application or patent, subject to a reservation as specified in (3) above. 


ARTICLE XVI. PATENT RIGHTS——-GENERAL 


It is understood and agreed that certain patent rights in connection with the 
process are owned by Chemico and are available under license to contractor, that 
certain other patent rights are owned by contractor, and that contractor has been 
conducting and intends to continue to conduct for its own account and at its owD 
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expense a research program on related matters. It is further understood and 
agreed that other departments, agencies or instrumentalities of the Government, 
including the U.S. Bureau of Mines, and other persons pursuant to con- 
tract with the Government have been conducting research programs on processes 
for production of nickel metal and cobalt metal. 


ARTICLE XVII. TECHNICAL DATA 


A. Contractor is in possession of and may acquire certain technical data belong- 
ing to it or others, including Chemico, which it is necessary or may be expedient 
for contractor to disclose to the Government in connection with the design, con- 
struction and operation of the pilot plant and the use therein of the process or 
the alternate process or both under this contract. Contractor and the Govern- 
ment agree that any technical data made available to the Government under this 
contract is made available for use by the Government for evaluation and testing 
purposes only and for duplication for such purposes by the Government, but such 
technical data shall not, without the prior written consent of contractor, be dupli- 
eated, used or disclosed by or for the Government for any other purpose: Pro- 
vided, however, That said limitation shall apply only if such limited use is 
designated on each piece of technical data to which the limitation applies, as 
follows : 

“This contains proprietary information and is made available under contract 
No. DMP-105 between the United States of America and Freeport Sulphur Co. 
for use by or for the Government for evaluation and testing purposes only. It 
shall not be duplicated and shall not be used or disclosed for any other purpose 
without the written permission of contractor. This legend shall be included on 
any duplication hereof in whole or in part.” 

B. “Technical data” means writings or reports, books, bills of material, draw 
ings, flowsheets, formulas, techniques, blueprints, photographs, and similar read- 
jng material which disclose proprietary information relating to the process or 
the alternate process owned by contractor or which contractor is entitled to use 
and disclose as set forth in paragraph A of this article. 


ARTICLE XVIII. ADDRESSES 


Unless otherwise specified : 

(a) Notices by the Government to contractor provided for in this contract 
shall be addressed to: Freeport Sulphur Company, 161 East 42d Street, New 
York, N.Y. 

(b) Notices by contractor to the Government shall be addressed to: Emergency 
Procurement Service, General Service Administration, 7th and D Streets, SW., 
Washington, D.C. 
or such other address as either party for itself may specify to the other in writing. 


ARTICLE XIX. COMPLIANCE WITH APPLICABLE LAWS 


In the performance of this contract, contractor shall comply with and give all 
stipulations and representations required by any applicable Federal, State, 
municipal or local law, or Executive order, or any applicable rules, orders, reg- 
ulations, or requirements of any Government department or bureau, but nothing 
herein contained shall be considered as preventing contractor from contesting 
in good faith the validity of such law, rule, order, regulation, or requirement 
or any charge that contractor has not complied therewith. 


ARTICLE XX. WALSH—HEALY ACT 


There are hereby incorporated by reference all representations and stipula- 
tions required by the Walsh-Healey Public Contracts Act, as amended (41 U.S.C. 
so-45), and regulations issued thereunder by the Secretary of Labor, such rep- 
resentations and stipulations being subject to all applicable rulings and inter- 
pretations of the Secretary of Labor which are now or may hereafter be in effect. 


ARTICLE XXI. ANTIDISCRIMINATION 
In connection with the performance of work under this contract, contractor 


agrees not to discriminate against any employee or applicant for employment 
because of race, creed, color, or national origin; and further agrees to insert 


41108—59——10 
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the foregoing provision in all subcontracts hereunder except subcontracts for 
standard commercial supplies or for raw materials. 





ARTICLE XXII. CONTINGENT FEES 

Contractor warrants that no person or selling agency has been employed oy 
retained to solicit or secure this contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintaineg 
by contractor for the purpose of securing business. For breach or violation of 
this warranty, the Government shall have the right to annul this contract with. 
out liability or in its discretion to deduct from the contract price or consideration 
the full amount of such commission, percentage, brokerage, or contingent fee. 


ARTICLE XXIII. INTEREST OF MEMBERS OF CONGRESS 


No Member of or Delegate to Congress, or Resident Commissioner, shall be 
admitted to any share or part of this contract, or to any benefit that may arise 
therefrom; but this provision shall not be construed to extend to this contact 
if made with a corporation for its general benefit. 


ARTICLE XXIV. ACCESS TO BOOKS AND RECORDS 


Contractor agrees that the Government or any of its duly authorized repre. 
sentatives shall, while the contract is in effect, and for a period of three (3) 
years thereafter, have access to and the right to examine any pertinent books, 
documents, papers, and records of contractor involving transactions related to 
this contract. 

Contractor further agrees to include the following provision, with appropriate 
insertions, in all its subcontracts (herein defined as any agreement with another 
party providing for construction, improvements, or other work called for by 
this contract, whether or not that purpose is so specified in the agreement) 
hereunder: 

“(Name of subcontractor) agrees that the Government or any of its duly 
authorized representatives shall, until the expiration of 5 years after final pay- 
ment under prime contract No. DMP-105 between the United States of America 
and Freeport Sulphur Co., have access to and the right to examine any pertinent 
books, documents, papers and records of (name of subcontractor) involving 
transactions related to this contract.” 


ARTICLE XXV. ASSIGNMENT 


Contractor shall not, without the prior written consent of the Government, 
sell, assign, or pledge this contract or any of its rights, powers, privileges, duties 
or obligations thereunder; provided, however, that any moneys due or to become 
due under this contract, but not including any advances made or to be made 
hereunder, may be assigned by contractor to a bank, trust company or other 
financing institution, including any Federal lending agency, pursuant to and 
in accordance with the Assignment of Claims Act of 1940, as amended (31 
U.S.C. 208, 41 U.S.C. 15). 

All rights, powers, privileges, duties, or obligations under this contract shall 
inure to any successor or successors of the Administrator of General Services or 
any branch or agency of the Government to which the Administrator of General 
Services shall hereafter delegate or assign his authority to act for the Govern- 
ment hereunder. 

ARTICLE XXVI. FORCE MAJEURE 


If the performance of any part of this contract by contractor is prevented, 
hindered, or delayed by reason of any cause or causes beyond the control of 
contractor (including but not limited to acts of God, strikes or other labor 
difficulties, fire, storm, sabotage, acts of war, insurrection or riot, unavailability 
of materials or equipment, or by reason of any law, order, proclamation, regula- 
tion, ordinance or instruction of any government, Federal, State, local, or 
foreign, having or claiming to have jurisdiction, but not including inability of 
contractor to obtain, or delays in obtaining, financing to enable contractor to 
perform its obligations hereunder) and which cannot be overcome by due dili- 
gence, then contractor shall be excused from such performance during the con- 
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tinuance of any such happening or event and the time for such performance 
shall be correspondingly extended. To become operative, contractor shall give 
to the Government, within 30 days after the occurrence of each such happening 
or event, written notice thereof, together with a Statement setting forth the 
nature of the occurrence, and, upon the conclusion of such occurrence shall notify 
the Government in writing of such termination within 30 days. 


ARTICLE XXVII. DEFAULT 


Notwithstanding any other provision of this contract, the Government may, 
by notice in writing to contractor, cancel this contract or any part thereof at 
any time, without payment of damages or penalty of any kind for such can- 
cellation, in the event (a) a receiver, liquidator, or trustee is appointed for 
contractor or its property, or contractor makes an assignment for the benefit of 
creditors, or contractor becomes insolvent, or a petition is filed by or against 
contractor pursuant to any of the provisions of the United States Bankruptcy 
Act, as amended, for the purpose of adjudicating contractor a bankrupt, or for 
the reorganization of contractor, or for the purpose of effecting a composition 
or rearrangement with contractor’s creditors, and such receiver, liquidator, or 
trustee is not discharged or any such petition filed against contractor is not 
dismissed within 60 days; (b) of the liquidation or dissolution of contractor, 
whether voluntary or involuntary; (c) of default by contractor in the perform- 
ance of any of the terms, conditions or covenants of this contract or any amend- 
ment or supplement thereto, and of the failure by contractor to cure the default 
within 60 days from the date of written notice of such default, which notice 
shall be given to contractor by the Government, (d) of the determination by 
the Government that contractor obtained this contract for the purpose of 


speculation. 
ARTICLE XXVIII. NONWAIVER 

The failure of either contractor or the Government to insist in any one or more 
instances upon the performance of any of the terms, covenants or conditions 
of this contract, shall not be construed as a waiver or relinquishment of the 
future performance of any such term, covenant, or condition by the other party 
hereto, but the obligation of such other party with respect to such future per- 
formance shall continue in full force and effect. 


ARTICLE XXIX. MODIFICATIONS 


No oral statement of any person shall modify or otherwise effect the terms, 
conditions or specifications of this contract. 


ARTICLE XXX. TERMINATION 


Subject to the provisions of article III-B—5 hereof, but notwithstanding any 
other provision hereof, this contract shall automatieally terminate without pen- 
alty as to any portion of the contract remaining uncompleted after 1 year from 
date of completion of the construction program: Provided, however, That Con- 
tractor’s obligation with respect to storage, sales, and shipment of the facilities, 
and materials acquired or produced, in whole or in part, under the pilot plant 
program, and the transfer to the Government of title to the facilities owned by 
contractor, and the furnishing to the Government of final information and re- 
ports, shall survive the termination of this contract. The Government’s obli- 
gation to furnish reimbursement as provided in this contract shall likewise sur- 
vive its termination. 

In witness whereof, the parties hereto have caused this document to be duly 
executed on the 18th day of October, 1954. 

UNITED STATES OF AMERICA, 
By <A. J. WALSH, 
Commissioner, Emergency Procurement Service, General Services, Adminis- 
tration. 
FREEPORT SULPHUR Co., 
By C. A. WIGHT, 
Chairman of the Executive Committee. 
Attest : 
[SEAL] Henry L. PIERSON, Secretary. 








140 NICKEL-COBALT CONTRACT OBLIGATIONS 


ScHEDULE IT To Contract No. DMP-105 With FREEPORT SULPHUR (Co. 


Set forth below is a detailed description of the real property, located in the 
Parish of Plaquemines, State of Louisiana, acquired by Freeport Sulphur @y» 
for use as the plant site. The property consists of two adjoining parcels o¢ 
land designated lot 1 and lot 2. 

LOT 1 


Lot 1 was acquired by Freeport Sulphur Co. from Charles Mumphrey by act 
of sale, dated August 5, 1954, registered c.o.b. 176, folio 1078, entry 251, August 6. 
1954, records of Plaquemines Parish, La., and is described in the act of sale 
follows: 

“A certain tract of land lying and being in the Parish of Plaquemines, State 
of Louisiana, on the left bank of the Mississippi River at a distance of about 1% 
miles below the city of New Orleans, which tract or portion of land in accordance 
with a plan and survey made by John Liuzza under the personal supervision of 
N. C. Smith, civil engineer, dated January 18, 1918, the original of which is an. 
nexed to an act passed before John R. Upton, notary public, on the 26th day of 
February 1918, a ‘copy thereof is also deposited with the clerk of court and ex 
officio recorder of mortgages and register of conveyances in and for the Parish of 
Plaquemines, State of Louisiana, the said tract of land is designated as lot No, ] 
and measures as follows: 

“The front lines of said tract is irregular but at a point taken from the lower 
side of said tract and running at right angles and fronting the Mississippi River 
measures 923 feet, 5 inches in width and front by the following depths, to wit: 

“On a depth line on the lower side of said tract running to the back S. 62° F 
39.8 arpents and on the other depth line toward the city of New Orleans running 
S. 61° 32’ E. 40 arpents by a width on a rear line running at right angles of 
061’. The rear line of said tract being an oblique line. Together with the 
batture, and all riparian rights. 

“The said lot or tract of land being part of the plantation originally known 
as St. Clair Plantation. The said lot is bounded on the lower line by the prop- 
erty known as Monplaisir Plantation formerly owned by the late Richard Mili- 
ken and on the opposite line by a lot designated on said plan by the No, 2.” 


us 


LOT 2 


Lot 2 was acquired by Freeport Sulphur Co. from Emile C. Mumphrey by act 
of sale dated August 5, 1954, registered c.o.b. 176, Folio 1071, Entry 250, August 
6, 1954, records of Plaquemines Parish, Louisiana, and is described in the act 
of sale as follows: 

“A certain parcel or tract of ground, together with all the buildings and 
improvements thereon, and all the rights, ways, privileges, etc., thereunto be 
longing or in anywise appertaining, including all riparian rights and batture 
in front of said property which is situated in the Parish of Plaquemines, State 
of Louisiana, designated by the tract or lot No. 2, as per plan of subdivision of 
St. Clair Plantation made by John Liuzza, under the personal supervision of 
H. C. Smith, civil engineer, dated January 1918, and according to said plan 
the said parcel of ground measures at right angles with the depth line 864 feet 
or more on the Mississippi River by a depth of 40 arpents on the lower line and 
39%o arpents on the upper line and extending to the rear through parallel lines.” 


SCHEDULE III 
TO 
Contract No. DMP-105 
WITH 
FREEPORT SULPHUR Co. 


CHEMICAL CONSTRUCTION CorP. 
New York, N.Y., May 20, 1954. 
FREEPORT SULPHUR Co. 
New York, N.Y. 
GENTLEMEN : You have advised us that you are presently negotiating with the 
General Services Administration of the United States Government in respect to 
a contract for the design, construction, and operation of a 50 ton per day pilot 
plant for the treatment of Moa Bay ores for the recovery of nickel and cobalt 
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and that, in view of the contemplated use of processes which are the subject of 
our agreement, dated February 20, 1953, you wish to obtain from us a statement 
ef our position in respect of certain provisions to be inserted in said contract 
with the Government. 

You have requested our consent to your including the following paragraphs in 
said Government contract: 

“4. Contractor represents that under the terms of an agreement between 
contractor and Chemico, dated February 20, 1953, contractor has obligated itself 
to assign to Chemico certain improvement inventions, as therein defined, relating 
to the recovery of nickel and cobalt, subject to contractor’s irrevocable, non- 
exclusive right to use the same. Contractor further represents that, with the 
eonsent of Chemico, which consent is contained in a letter from Chemico to 
contractor, dated May 20, 1954, a certified copy of which is designated schedule 
III and attached hereto and made a part hereof, any such improvement inven- 
tion is included in the term “subject inventions” as hereinafter defined. 

B. Notwithstanding such agreement with Chemico, contractor agrees, with 
the consent of Chemico, which consent is contained in said letter from Chemico 
to contractor dated May 20, 1954, that, as to any new patents covering inven- 
tions made by its technical employees in constructing and operating the pilot 
plant under this contract, hereinafter in this article referred to as “subject 
inventions”, it or Chemico shall grant to the Government an irrevocable, non- 
exclusive, nontransferable and royalty-free license to practice, and cause to be 
practiced for the Government throughout the world, each subject invention in 
the manufacture, use, and disposition according to law, of any articles or material, 
and in the use of any method: Provided, however, That as to improvement in- 
yentions such license to the Government will be limited to the recovery of nickel 
and cobalt and will not be granted under letters patent of the Dominion of 
Canada; And provided further, That nothing herein contained shall convey any 
right to the Government to practice or have practiced for it any subject inven- 
tion for the purpose of providing services of supplies to the general public, other 
than for National Defense, in competition with contractor or Chemico or their 
respective commercial licensees of such subject inventions. 

Notwithstanding any provisions of our said agreement of February 20, 1953, 
to the contrary, we have no objection to your including the above provisions 
enclosed in quotation marks in the proposed contract between you and the 
United States Government as represented by General Services Administration, 
and we will waive the said royalty payments and, upon your written request, 
grant to the Government the licenses to be granted on our part referred to in 
paragraph letter “B,” provided, as required by our said agreement, you agree 
to make fully available to us all information, data and results acquired with 
respect to the treatment of ores or concentrates or both as a result of your 
operations under said Government contract; to give our duly authorized repre- 
sentatives access to the pilot plant at all reasonable times during regular business 
hours; and to include in said Government contract, in order to safeguard our 
proprietary information embodying the Chemico metals technique to the end 
that it will be used by the Government for evaluation and testing purposes only, 
except as may be otherwise agreed with us in writing, provisions substantially 
as follows: 

“Technical data’ means writings or reports, books, bills of material, drawings, 
flowsheets, formulas, techniques, blueprints, photographs, and similar reading 
material which disclose proprietary information relating to the process or the 
alternate process owned by contractor or which contractor is entitled to use and 
disclose as set forth in article — of this contract. 


“ARTICLE —. TECHNICAL DATA 


“Contractor is in possession of and may acquire certain technical data belong- 
ing to it or others, including Chemico, which it is necessary or may be expedient 
for contractor to disclose to the Government in connection with the design, con- 
struction and operation of the pilot plant and the use therein of the process or 
the alternate process or both under this contract. The contractor and the 
Government agree that any technical data made available to the Government 
under this contract is made available for use by the Government for evaluation 
and testing purposes only and for duplication for such purposes by the Govern- 
ment, but such technical data shall not, without the prior written consent of 
contractor, be duplicated, used or disclosed by or for the Government for any 
other purpose: Provided, however, That said limitation shall apply only if such 








142 NICKEL-COBALT CONTRACT OBLIGATIONS 


limited use is designated on each piece of technical data to which the limitation 
applies, as follows: 

“This contains proprietary information and is made available under U.S, eon. 
tract No.—— for use by or for the Government for evaluation and testing pyp. 
poses only. It shall not be duplicated and shall not be used or disclosed for any 
other purpose without the written permission of the contractor. This legen 
shall be included on any duplication hereof in whole or in part.” 

We understand that the licenses referred to in paragraph B above will be 
granted to the Government only in the event that (1) the production contract 
which you have advised us is also being negotiated with the General Services 
Administration does not become operative, (2) Nicaro commits a substantia] 
breach of, or default under, such production contract, or (3) the President of 
the United States declares a national emergency; and we further understand 
that we will receive prompt written notice from you of the occurrences referred 
toin (1) or (2). 

If the foregoing correctly sets forth our understanding, please sign and return 
to us a copy of this letter which is being sent to you in duplicate. 

Yours very truly, 
CHEMICAL CONSTRUCTION Corp,, 
By J. H. RUSKIN, 
Vice President. 
Accepted : 
FREEPORT SULPHUR Co., 

By R. C. Hi1s. 

CERTIFICATION 


I, Henry L. Pierson, Secretary of Freeport Sulphur Co., do hereby certify 
that attached hereto is a true and correct copy of letter dated May 20, 1954, 
addressed by Chemical Construction Corp. to Freeport Sulphur Co., the original] 
of which is now in the files of said Freeport Sulphur Co. 

In witness whereof, I have hereunto set my hand and the seal of the corpora- 
tion this fourth day of August 1954. 

HENRY L. PIERSON, Secretary. 


AMENDMENT No. 1 To Contrracr No. DMP-105 BETWEEN UNITED STATES OF 
AMERICA AND FREEPORT SULPHUR Co. 


This amendment, between the United States of America (hereinafter re- 
ferred to as the “Government”), acting by and through the Administrator of 
General Services, his successors, assigns, and duly authorized representatives 
(pursuant to the authority contained in the Defense Production Act of 1950, 
as amended, and Executive Order 10480, as amended) and Freeport Sulphur Co. 
a corporation organized and existing under the laws of the State of Delaware 
(hereinafter referred to as the “contractor”), witnesseth : 

Whereas, the Contractor and the Government have entered into contract No 
DMP-105, dated October 18, 1954, for the construction and operation of a 
pilot plant for the purpose, among other things, of further developing processes 
for the production of nickel and cobalt metal from Cuban lateritic ores; and 

Whereas, it was originally contemplated by the contractor that it would rent 
the facilities or subcontract the work necessary to procure an ore supply in Cuba 
for use in such pilot plant; and 

Whereas, contractor in its letter of October 26, 1954, has represented to the 
Government that it will be more economical to purchase and construct the facili- 
ties necessary to procure the ore supply in the manner set forth hereinafter: 
Now, therefore, it is mutually agreed that contract No. DMP-—105 be and is hereby 
amended as follows: 

1. By striking out article I1I-B-1 thereof and substituting therefor the fol- 
lowing new paragraph: 

“1. Ore supply: During the period of construction of the pilot plant, contrac- 
tor shall take whatever steps are necessary to procure a supply of approximately 
20,000 short tons of wet Moa Bay ore to be used in the operation of the pilot 
plant (including the purchase, for the Government’s account, of machinery and 
equipment and the acquisition of other facilities, adequate to procure and ship 
such ore supply), and shall cause such ore to be shipped to the pilot plant at 
such times and in such quantities so that ore will always be available when 
needed. Contractor shall notify the Government promptly in writing when it has 
no further need under the contract for such facilities, or any part thereof. Upon 


prok 
pric 
of st 
of ¢ 
shal 

9 


new 


stal 
B-1 
quil 
pur 
imp 
to t 
to | 


the 
ref 


ant 
wit 


exe 


of 


ation 


. COn- 
> Dur- 
r any 
egend 


ill be 
itract 
rVices 
intial 
nt of 
Stand 
erred 


eturn 


RP., 


nt. 


ortify 
1954, 
ginal 


pora- 
ry. 


OF 


r re- 
or of 
tives 
1950, 
r Co., 
ware 


t No 
of a 
esses 
ind 
rent 
Cuba 


» the 
acili- 
fter : 
-reby 


» fol- 


traec- 
ately 
pilot 
‘and 
ship 
nt at 
when 
t has 
Upon 


NICKEL-COBALT CONTRACT OBLIGATIONS 143 


receipt of instructions from the Government, contractor shall dispose of all such 
roperty, to itself or to others, at a price certified to by contractor as being the best 
price obtainable and approved by the Government, and shall remit the proceeds 
of such sale to the Government. Any such property remaining in the possession 
ef contractor upon the expiration, termination or cancellation of this contract 
shall be disposed of pursuant to article X hereof.” 

9, By striking out article 1V thereof and substituting therefor the following 
new article: 

“ARTICLE IV. TITLE TO THE FACILITIES 


“Title to the plant site and to any improvements, buildings, structures or in- 
stallations constructed thereon, or constructed in Cuba pursuant to article ILI— 
B-1 hereof, shall be in contractor. Title to all machinery and equipment ac- 
quired for use in the pilot plant under this contract, or acquired for use in Cuba 
pursuant to article I1I—-B—1 hereof, shall be in the Government. Except for 
improvements to the plant site, the pilot plant and the facilities in Cuba shall, 
to the extent permitted by Louisiana and Cuban law, respectively, be deemed 
to be personal property.” 

3. By striking out the period at the end of article VI-A thereof and substituting 
therefor the following: “and of purchasing or otherwise acquiring the facilities 
referred to in article III-B-1 hereof.” 

4, By striking from article VI-D-—% thereof the word and figures “and II1I—A-4” 
and substituting therefor the following: “, I1I—-A—4 and III-B-1.” 

All other terms and conditions of the contract not otherwise inconsistent here- 
with shall remain in full force and effect. 

In witness whereof, the parties hereto have caused this document to be duly 
executed on the 31st day of December 1954. 

UNITED STATES OF AMERICA, 
3y A. J. WALSH, 
Commissioner, Emergency Procurement Service, General Services 
Administration. 
FREEPORT SULPHUR Co., 
By R. C. HILLs, 
Vice President. 
Attest : 
[SEAL ] HENRY L. PIERSON, 
Secretary. 


AMENDMENT No. 2 To ContTracr No. DMP-105 Between UNITED STATES OF 
AMERICA AND FREEPORT SULPHUR Co. 


This amendment, between the United States of America (hereinafter referred 
toas the “Government”), acting by and through the Administrator of General 
Services, his successors, assigns, and duly authorized representatives (pursuant 
tothe authority contained in the Defense Production Act of 1950, as amended, and 
Executive Order 10480, as amended) and Freeport Sulphur Co., a corporation 
organized and existing under the laws of the State of Delaware (hereinafter 
referred to as the “contractor” ), witnesseth : 

Whereas contractor and the Government have heretofore entered into contract 
No. DMP-105, dated October 18, 1954, as amended by amendment No. 1, dated 
December 31, 1954, for the construction and operation of a pilot plant for the 
purpose, among other things, of further developing processes for the production 
of nickel and cobalt metal from Cuban lateritic ores; and 

Whereas the parties hereto desire further to amend said contract, as amended, 
in the manner set forth hereinafter: Now, therefore, it is mutually agreed that 
contract No. DMP-105, as amended, be and is hereby further amended as follows: 

1. By adding to article V thereof, immediately after paragraph C, the following 
new paragraph to be designated paragraph D: 

“D. Notwithstanding any other provision of this contract, contractor shall 
not use the cost-plus-a-percentage-of-cost system of contracting in any of its 
subcontracts hereunder without the prior written approval of the Government.” 

2. By striking out the period at the end of article VI—C—1 thereof and sub- 
stituting therefor the following: 

“: Provided, however, That after the Government has reimbursed contractor in 
the amount of $3 million, further reimbursement shall not be made until $100,000 
shall have been withheld, such $100,000 to be paid to contractor in reimburse- 
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ment of proper costs of the pilot plant program, promptly after review and andi 
by the Government of contractor’s final invoice but not later than 120 days 
after the date of receipt by the Government of such final invoice, in form satis. 
factory to the Government, less any sum required to settle any unsettled clajy 
or Claims which the Government may have against contractor; it being agreed, 
however, That such sum shall be reimbursed to contractor as, when and to the 
extent that such claim or claims are settled; And provided further, That the 
withholding of any amount or subsequent reimbursement thereof to contractoy 
shall not be construed as a waiver of any right accruing to the Governmep; 
under this contract.” 

3. By striking out article XXIV thereof and substituting therefor the folloy. 
ing new article: 

“ARTICLE XXIV. ACCESS TO BOOKS AND RECORDS 


“Contractor agrees that the Government or any of its duly authorized repre. 
sentatives shall while the contract is in effect, and for a period of 6 years after 
final payment is made by the Government thereunder, have access to and the 
right to examine any pertinent books, documents, papers, and records of cop. 
tractor involving transactions related to this contract: Provided, however, That 
records which relate to (1) litigation or the settlement of claims arising out of 
the performance of this contract which are pending as of the expiration of 
the 6-year period mentioned above, or (2) costs or expenses of the contract as 
to which exception has been taken by the Comptroller General or any of his duly 
authorized representatives, shall be retained by contractor until such appeals, 
litigation, claims or exceptions have been disposed of, but in no event for legs 
than the 6-year period mentioned above. 

“Contractor further agrees to include the following provision, with appro- 
priate insertions, in all its subcontracts (herein defined as any agreement with 
another party providing for construction, improvements or other work called for 
by this contract, whether or not that purpose is so specified in the agreement, and 
any agreement with another party which is on a cost, cost-plus-a-fixed-fee., 
time-and-material or labor-hour basis) hereunder : 

‘(Name of subcontractor) agrees that the Government or any of its duly 
authorized representatives shall, until the expiration of 3 years after final pay- 
ment under prime contract No. DMP-105 between the U nited States of America 
and Freeport Sulphur Co., have access to and the right to examine any pertinent 
books, documents, papers and records of (name of subcontractor) involving 
transactions related to this contract.’ ; 

Provided, however, That effective May 15, 1955, the above-quoted provision is 
hereby modified by changing the 3-year expiration period mentioned therein 
to 6 years.” 

All other terms and conditions of the contract, as amended, not otherwise 
inconsistent herewith shall remain in full force and effect. 

In witness whereof, the parties hereto have caused this document to be duly 
executed on the 26th day of July 1955. 

UNITED STATES OF AMERICA, 

By A. J. WALSH, 
Commissioner, Emergency Procurement Service, 
General Services Administration. 
FREEPORT SULPHUR Co., 
By C. A. WIGHT, 

Chairman of the Executive Committee. 
Attest: 
[SEAL] 





Assistant Secretary. 

Mr. Brooks. Now, Mr. Charam, we will put this contract in the 
record, but before doing that Mrs. Weis, I wanted you to know that 
after talking it over w ith you and Mr. Wallhauser that of course you 
understand ‘that the subcommittee will take under advisement any 
materials submitted to it by spectators attending. We would take 
under advisement anything they would submit and, of course, if there 
is anything pertinent we ‘would consider it. I think this would be 
true of any statement submitted, which is, of course, what we said 
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wewould do, but Iam glad you all agree that that is a fair procedure, 
though somewhat unusual, 

Mrs. Weis. There seems to be a difference of opinion on this, 
whether it 1s purely a Government matter, or not. 

Mr. Brooxs. There are not very many volunteers to hearings but 
sometimes we welcome them. 

Now, Mr. Charam, was this a contract between the United States 
and Freeport Suphur/ 

Mr. CHAaRAM. Yes, sir; it was. 

Mr. Brooks. Would you give briefly some of the background on this 
contract and its pertinent provisions so we might know just what was 
in the contract ¢ 

Mr. Cuaram. This contract DMP-105, with the Freeport Sulphur 
(‘o.. New York, N.Y., was executed by the General Services Adimin- 
istration on October 18, 1954. The contract was awarded pursuant 
to the authority ~~ in the Defense Production Act of 1950, 
as amended, and in Executive Order 10480, as amended. The con- 

tract. provided Ser the contractor to design, construct, equip, and 
satdsbaan a pilot plant, suitable for testing the commercial technical 
feasibility of a new process for the production of nickel and cobalt 
metals from Cuban lateritic ores. The plant was to be constructed on 
the contractor’s own plant site and was to be subsequently operated 
by the contractor at Grovernment expense for not more than 1 year. 
Allowable costs of construction, mining, and shipping of ore, and 
processing operations were to be reimbursed by the Government up to 
certain authorized maximums. 

The contractor completed the construction of the pilot plant and 
related facilities on its own land at Braithwaite, La., in October 1955. 
Processing operations, conducted at the Government’s expense, 
started in November 1955, and were completed on October 18, 1956 
Total reimbursed expenditures under the contract amounted to ap- 
proximately $5,587,000, of which about $3,400,000 was applicable 
tothe cost of construction of the pilot plant. 

On October 19, 1956, the contractor notified GSA that it had com- 
pleted 1 year of operation and maintenance of the pilot plant and 
that in its opinion the data which were accumulated (1) demonstrated 
the commercial technical feasibility of the process ae (2) provided 
sufficient information for the efficient engineering design of the com- 
mercial-scale plant proposed under a follow-on pr oduction contract, 
and (3) led to a determination that a commercial-scale plant may be 
economically feasible. Purusant to the contract terms, the contractor 
elected to continue operation of the pilot plant at its own expense 
for an additional period of 1 year, which was later extended to June 
18, 1958. 

Our principal audit findings are summarized as follows: 

Do you wish us to go into our audit findings ? 

Mr. Brooxs. Just to let us know what your evaluation of the terms 
of this contract were. 

Mr. Cuaram. The first. point we made in our audit report related 
to the vesting of title to Government property in the contractor. 

Under the terms of the contract, title to the improvements, build- 
ings, structures, and install: ations, constructed at Government expense 
of about $3,400,000, was vested in the contractor, The contract fur- 
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ther provided that title held by the contractor to all buildings, strye. 
tures, and installations would be conveyed to the Gov ernment only 
upon expiration, termination, or cancellation of the contrac t, and that 
this ultimate conveyance was to be secured by the contractor’s delivery 
to the Government of a valid first and paramount mortgage lien upon 
such property. 

We considered it most unusual for the contract to provide that title 
to these facilities would be vested in the contractor, notwithstanding 
the fact that the Government had reimbursed the contractor for the 
costs involved. The General Services Administration furnished no 
explanation as to why title to these facilities should have been vested 
in the contractor for the period of the contract. 

Moreover, we learned that, becaues of certain provisions of the 
Louisiana State law, the contract requirement calling for a valid first 
and paramount mortgage lien could not be met unless such a mort- 
gage was given to secure an exact sum. The contractor was ap. 
parently reluctant to agree to any fixed amount being placed in such 
a mortgage since there was no obligation on its part to repay the 
money advanced under the contract. Cons sequently, the required 
mortgage lien was never delivered by the contractor and the Govern- 
ment never received the intended security to assure the conveyance to 
it of title to its property which was vested in the contractor. 

In our audit report dated May 17, 1957, we recommended that the 
Administrator of General Services take action to effect the conveyance 
of title to the plant and facilities to the Government. Title to the 
pilot plant was conveyed to the Government by the contractor on 
July 1, 1958. 

We also recommended that greater care be exercised by GSA in 
the negotiation of contracts in order to avoid the inclusion of provi- 
sions which do not conform with applicable State laws. 

The next point relates to insurance on Government-owned property. 

The contractor was required by the terms of the contract to pur- 
chase and maintain insurance on all property acquired or constructed 
under the contract, and the costs of such insurance on Government- 
owned property were reimbursed by the Government. The insurance 
cost allocable to the cost-reimbursable phase of the contract amounted 
to about $17,200. 

GSA considered this deviation from the Government’s general 
policy of self-insurance to be justified in view of the abnormal degree 
of risk involved in the development of a new process requiring highly 
inflammable and explosive che micals. 

We believe the Government’s general policy of self-insurance was 
adopted with full knowledge of the risks involved and the many uses 
to which Government property was put and therefore, in our opinion, 
the circumstances involved in this contract did not justify the devia- 
tion from the Government’s accepted policy of self-insurance. 

We were informed by GSA that since the negotiation of this con- 
tract, it had reexamined its position on this subject and, as a result, 
its present policy is to provide for insurance on Government- owned 
property only in instances where it is absolutely necessary to the 
making of a contract required for the purposes of the Defense Pro- 
duction Act. 

Another point in our report dealt with the disposition of inventories 
of materials and supplies. 
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At the time of our audit in December 1956, GSA had not instructed 
the contractor as to the disposition of substantial inventories of 
Government-owned supplies, spare parts, metals produced under the 
contract, and raw materials. We recommended that these inventories 
be disposed of by sale or other authorized means in order that the 
Government would recover, to the fullest extent possible, its invest- 
ment in these inventories. 

The nickel and cobalt inventories were subsequently sold to Freeport 
at $1.16 and $2 per pound, respectively. Total proceeds amounted to 
$144,574. Certain quantities of the inventories were used by the con- 
tractor during the period the pilot plant was operated at its own 
expense. The Government subsequently received payment for these 
items. The remaining inventories of operating materials, supplies, 
and raw materials were included in the ultimate sale of the plant to 
Freeport, except for the surplus ore remaining in Cuba, which is still 
Government property subject to disposal. The cost value of this ore 
on January 3, 1958, was estimated by GSA to be $10,915. 

The next point relates to Government-owned vehicles in contractor’s 

ossession. 

The Government reimbursed the contractor for the purchase of six 
motor vehicles—four trucks, one station wagon, and one passenger 
car—for use in the contract operations. We noted that the vehicles 
bore no legend or identifying marks to indicate clearly that they were 
Government property. ‘The trucks were marked “Freeport Sulphur 
Co., Prime Contract DMP-105, Braithwaite, La.,” but the passenger 
car and station wagon bore no Government identification whatsoever. 
The contractor stated that it had not been advised by GSA as to the 
necessity for marking and identifying the vehicles as Government 

roperty. 

The lack of appropriate identification on the Government-owned 
vehicles was in violation of GSA’s own regulations which require 
agency identification to be conspicuously displayed on motor vehicles 
acquired for official purposes. In response to our recommendation on 
this matter, GSA advised us that the vehicles were to be properly 
identified as Government property. We also recommended that, in the 
administration of future contracts involving the use of Government- 
owned vehicles, GSA advise the contractors of the requirement for 
proper identification of Government vehicles in order to deter the 
unauthorized use of such vehicles. 

In our audit report, we commented on certain payments made to the 
contractor which we considered to be in excess of the amounts properly 
reimbursable under the terms of the contract. These payments related 
to prepaid insurance premiums, costs of transferring contractor’s 
employees from other locations, reimbursement for noncontract work, 
and general and administrative expenses. GSA recovered approx- 
imately $40,000 for these items by offset from amounts otherwise due 
the contractor. 

Total disallowed expenditures under the contract, including addi- 
tional items questioned by the GSA auditors, amounted to about 
$82,000. 

These are the highlights of the results of our review of GSA contract 
No. DMP-105 with the Freeport Sulphur Co. We will be pleased to 
answer any quest ions you may have. 
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Mr. Brooxs. Mr. Charam, that. sounds very —— and informative, 
I would like to submit for the-record a copy of this report. 
(The document referred to follows :) 


COMPTROLLER GENERAL OF THE UNITED STArTEs, 
Washington. 
Hon. WILL1AM L. Dawson, 
Chairman, Committee on Government Operations, House of Representatives. 


DEAR Mr. CHAIRMAN: Further reference is made to your letter of March 11, 
1957, requesting the General Accounting Office to make a survey of the agree 
ment between the General Services Administration, Freeport Sulphur Co., ang 
its wholly owned subsidiary, the Cuban American Nickel Co., identified ag gop. 
tract No. DMP-134. 

In our letter of April 16, 1957, we stated that we were awaiting reply by 
GSA to our written request of April 8 for certain documents and information 
supporting the contract negotiations. The GSA reply dated May 17, 1957, has 
now been received. Upon completion of our review and analysis of the eop. 
tents of the GSA reply, we will proceed with the preparation of our report, 

The General Accounting Office recently completed an audit of contract No. 
DMP-105 awarded by the General Services Administration to the Freeport 
Sulphur Co. This contract provided for the construction and operation of g 
pilot plant for testing the commercial technical feasibility of a new process 
for the production of nickel and cobalt from Cuban lateritic ores. In view of 
the close relationship between this contract and the production contract (No. 
DMP-134) now being reviewed pursuant to your request of March 11, we are 
enclosing for your information three copies of our report on the review of the 
pilot-plant contract. This report was transmitted to the Administrator of 
General Services on May 17, 1957, and we have not yet received the Agency’s 
comments on our audit findings. 

We will attempt to render our report on contract No. DMP-134 at the earliest 
practicable date and will keep you advised of further developments. 

Sincerely yours, 


Comptroller General of the United States, 


U.S. GENERAL ACCOUNTING OFFICE, 
CIVIL ACCOUNTING AND AUDITING DIVISION, 
Washington, D.C., May 17, 1957. 
Hon. FRANKLIN G. FLOETE, 
Administrator, General Services Administration. 


DeAR Mr. FLoete: The General Accounting Office has made an audit of cost- 
reimbursable contract No. DMP-105 awarded by the General Services Admin- 
istration to the Freeport Sulphur Co., New York, N.Y., on October 18, 1954, 
Our audit included a review and evaluation of (1) the negotiation and admin- 
istration of the contract by GSA central-office officials, including the GSA andit 
of the contract, and (2) the contractor’s operations at Braithwaite, La., and 
the effectiveness of its internal-management controls. Our fieldwork was com- 
pleted in December 1956. 

Observations made and deficiencies noted during the audit, together with our 
comments and recommendations on these matters, are set forth in the accom- 
panying report. Your attention is particularly invited to our audit finding 
relative to the vesting of title to Government property in the contractor. 

We wish to acknowledge the cooperation given our representatives by central- 
office officials with whom our findings were discussed. We will be pleased to 
discuss this report further with you or members of your staff is you so desire. 
Your comments and advice as to any action taken on the matters presented in 
this report will be appreciated. 

Sincerely yours, 
A. T. SAMUELSON, 
Director, Civil Accounting and Auditing Division. 
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REPORT ON Review or Contract No. DMP-105 WiTH FREEPORT SULPHUR Co., 
New YorK, N.Y.—DEFENSE MATERIALS SERVICE, GENERAL SERVICES ADMIN- 
ISTRATION, DECEMBER 1956 

GENERAL COMMENTS 


Contract No. DMP-105, with the Freeport Sulphur Co., New York, N.Y. (con- 
tractor), Was executed by the General Services Administration (GSA) ol 
Qetober 18, 1954. The contract: was awarded pursuant to the authority con- 
tained in the Defense Production Act of 1950, 4s amended (50 U.S.C. App. 
961), and in Executive Order No. 10480, as amended. rhe contract provided 
for the contractor to Gesigh, construct, equip, and maintain a plot piant, 
suitable for testing the commercial technical feasibility of a new process for 
the production of nickel and cobalt metals from Cuban lateritic ores. The 
plant was to be constructed on the contractor’s own plant site und was to be 
subsequently operated by the contractor at Government expense for not more 
than 1 year. 

The contract provided for reimbursement by the Government of allowable 
costs incurred by the contractor, not to exceed the following maximum amounts: 


Construction of facilities__ f sists ; z 8 a Se 70), O00 
Mining and shipping of ore__ Bete pes phe 500, 000 
Processing operations = ; ; 2, 000, 000 


Maximum cost per contract......_....__~ =e “ _.. 6, 250, 000 


The contractor completed the construction of the pilot plant and related facil- 
ities on its own land at Braithwaite, La., during October 1955. Processing 
operations on a cost-reimbursable basis were started in November 1955 and were 
completed on October 18, 1956. The total expenditures under the contract 
through October 1956 were $5,644,144, of which about $3,500,000 was applicable 
to the cost of construction. 

On October 19, 1956, the contractor notified GSA that it had completed 1 year 
of operation and maintenance of the pilot plant and that in its opinion the 
data which were accumulated (1) demonstrated the commercial technical feasi- 
bility of the process used, (2) provided sufficient information for the efficient 
engineering design of the commercial-scale plant proposed under a follow-on 
production contract, and (3) led to a determination that a commercial-scale 
plant may be economically feasible. Pursuant to the contract terms, the con- 
tractor elected to continue operation of the pilot plant at its own operating 
expense for an additional period of not more than 1 year. 

Our comments on the review and evaluation of the negotiation and admin- 
istration of the contract are included in the following sections of this report. 


CONTRACT NEGOTIATION 


Vesting title to Government property in contractor 

Under article LV of the contract, title to the improvements, buildings, struc- 
tures, and installations, constructed at Government expense of about $3,500,000, 
was vested in the contractor. Paragraph A of article X of the contract provides, 
among other things, thar title held by the contractor to all buildings, structures, 
and installations would be conveyed to the Government only upon expiration, 
termination, or cancellation of the contract. Paragraph B of article X further 
provides that this ultimate conyeyance was to be secured by the contractor's 
delivery to the Government of a valid first and paramount mortgage lien upon 
such property. 

By letter of October 2, 1956, we asked the Commissioner, Defense Materials 
Service, for an explanation of the unusual contract provisions which vested title 
to these facilities in the contractor, notwithstanding the fact that the Govern- 
went had reimbursed the contractor for the costs involved. The GSA reply 
dated January 2, 1957, reiterated the contract provision for transfer of title to 
the Government upon expiration of the contract but furnished no explanation as 
w why title should not have been vested in the Government in the first place, as 
was done with the machinery and equipment. 
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Moreover, we learned that, because of certain provisions of the Louisiana 
State law, the requirement of paragraph B of article X of the contract, calling 
for a valid first and paramount mortgage lien, could not be met unless such a 
mortgage was given to secure an exact sum. The contractor was apparently 
reluctant to agree to any fixed amount being placed in such a mortgage since 
there was no obligation on its part to repay the money advanced by the Goverp. 
ment under this contract. Consequently, the required mortgage lien was not 
delivered to the Government. As a result, the Government never received the 
intended security to assure the reconveyance to it of title to its property whic, 
was vested in the contractor. 

Recommendations.—The General Services Administration has not offered any 
good reason for the transfer of title to the plant and its facilities to the eop. 
tractor for the period of the contract. Furthermore, in view of the inability of 
the parties to carry out the mortgage procedure called for by the contract, the 
contractor should have been requested to return title to the property involyeg 
when this inability became known. Therefore, we recommend that the Admip- 
istrator of General Services take action to effect the reconveyance of title to the 
plant and facilities to the Government. We recommend also that greater care 
be exercised by GSA procurement officers in the negotiation of contracts jp 
order to avoid the inclusion of provisions which do not conform with applicable 
State laws. 


Insurance on Government-owned property 


Under article VI D.3 of the contract, the contractor was required to purchase 
and maintain insurance on all property acquired or constructed under the con- 
tract, and the costs of such insurance on Government-owned property were reim- 
bursed by the Government. The reimbursed insurance costs allocable to the 
cost-reimbursable phase of the contract amounted to about $17,200. 

By letter dated September 27, 1956, we inquired of the Commissioner, Defense 
Materials Service, as to the reason for this deviation from the general policy of 
the Government to assume its own risks of loss on the property and equipment 
which it owns. The GSA reply dated January 4, 1957, stated that at the time 
the contract was negotiated the matter-of insurance on Government-owned prop- 
erty was given much consideration but that, in view of the abnormal degree of 
risk involved in the development of a new process requiring highly inflammable 
and explosive chemicals, it was concluded that the Government would be justi- 
fied in varying from its general policy of self-insurance. However, the agency 
stated that, since that time, it had reexamined its position on this subject and, 
as a result, its present policy is to provide for insurance on Government-owned 
property only in instances where it is absolutely essential to the making of a 
contract required for the purposes of the Defense Production Act. 

In our opinion, the circumstances involved in this contract did not justify the 
deviation from the Government’s accepted policy of self-insurance. We believe 
that the Government’s general policy of self-insurance was adopted with full 
knowledge of the risks involved and the many uses to which Government prop- 
erty was to be put. However, in view of the agency’s revised policy with re- 
spect to insurance on Government-owned property, as stated in its reply of 
January 4, 1957, no recommendation is made at this time. We urge close ad- 
herence to this revised policy in future contract negotiations. 


CONTRACT ADMINISTRATION 
Disposition of inventories of materials and supplies 


Although operations for the account of the Government ended on October 
18, 1956, at the time of our audit in December 1956 GSA had not instructed 
the contractor as to the disposition of substantial inventories of Government- 
owned supplies, spare parts, metals produced under the contract, and raw 
materials. 

Metals produced under the contract.—At December 4, 1956, the following quan- 
tities of nickel and cobalt metals, produced under the contract, were in storage 
at the pilot plant. The approximate value of the metals, based on the market 
price at that date, was as follows: 
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We discussed this matter with the contractor’s project manager, who stated that 
ne would like to be relieved of the accountability for this inventory as soon as 
sible. He further stated that the contractor would like to purchase the 
metal if permissible under existing regulations dealing with strategic materials. 
GSA has since authorized the sale of small quantities of both nickel and 
cobalt to the contractor to be used for sampling and testing purposes. However, 
the contractor has been given no instructions relative to the ultimate disposition 
of the balance of the metals inventory. 

We noted that the contractor had requested permission from the Office of 
Defense Mobilization (ODM) to borrow or purchase the nickel metal but that 
such request had been denied on December 6, 1956, because the granting of the 
request would be the equivalent of a priority and allocation direction for other 
than Defense or Atomic Energy Commission procurement, and thus contrary 
to the overall policy of ODM. 

We noted also that there have been significant fluctuations in the market 
prices of both nickel and cobalt since the termination of Government operations 
under the contract, although no overall monetary loss has been sustained by 
GSA because of these changes as of the date of this report. 

Recommendation.—In order to permit full utilization of these critical materials 
and to preclude the possibility of loss resulting from future market fluctuations, 
we recommend that GSA take action to dispose of this metal by sale, transfer 
to the national stockpile, or other authorized means. 


Materials, supplics, equipment, and parts 

Operating materials, supplies, and spare parts on hand at October 18, 1956, 
were valued by the contractor at about $102,700. In addition, laboratory sup- 
plies and expendable equipment on hand were valued at about $5,300, exclusive 
of opened chemicals and supplies Which were not priced. 

Recommendation.—To recover, to the fullest extent possible, the Government’s 
investment in these inyentories, we recommend that GSA dispose of this mate- 
rial through usual Government disposal procedures or by sale to the contractor. 


Surplus ore mined under the contract 


About 20,000 tons of Moa Bay ore were mined in Cuba under the contract. 
At the termination of Government operations, 2,318 tons of unprocessed ore were 
on hand in Cuba and 2,166 tons of unprocessed ore were at the pilot plant. 
The total acquisition cost of this material was about $47,619, of which $6,131 
was applicable to the ore remaining in Cuba (at an average unit price of $2.645 
a ton) and $41,488 was applicable to the ore at the pilot plant (at an average 
unit price of $19.154 a ton). The higher cost of the latter ore was attributable to 
the transportation and handling charges incurred in the shipment from Cuba. 

Although GSA has approved the sale of small quantities of this ore at the 
request of the contractor, there was no indication of any action to dispose of the 
balance. We were informed by contractor officials at the plant site, however, 
that they did not believe that the contractor would be interested in purchasing 
the remaining unprocessed ore. 

Recommendations.—We recommend that GSA take action to dispose of the 
surplus ore in order to recover, to the fullest extent possible, the costs incurred 
by the Government. Since the Government Nicaro nickel project in Cuba 
acquires a comparable ore from a subsidiary of the contractor at an estimated 
cost of about $2.53 a ton for the mined ore, we further recommend that GSA 
consider (1) the utilization of the surplus ore on hand in Cuba in the Nicaro 
project and (2) the economic feasibility of shipping the ore remaining at the 
pilot plant to Cuba for the same purpose. 


Government-owned vehicles in contractor's possession 


The contractor purchased a total of six vehicles under the contract, as shown 
in the following tabulation : 








Description | Quantity | Amount 
Trucks, used__ dé j . id tbat le : 3 $4, 261 
Trucks, new__. ; ae 1 1, 336 
Station wagon, new __-__. etccteeet 3 1 2, 088 
Passenger car, used__...............- 5 od wie ioeca dat oa bak anal 1 


25 


Ri ar gk a at ons cae i habe sam , pea a —6f 8, 610 
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Shortly after the termination of operations under this contract for the account 
of the Government, the Commissioner, Defense Materials Service, instructed the 
regional commissioner, region 7, Dallas, to take custody and make disposition 
of two of the used trucks and the passenger car, but no action was taken to 
either repossess or dispose of the other vehicles. The contractor hag COn- 
tinued to operate the pilot plant at his own expense and has been allowed the 
use of the remaining Government-owned vehicles during the period of extendeq 
operations without charge. 

We see no reason why the Government should furnish the contractor with 
motor vehicles without reimbursement during the period of operations for jts 
own account. 

We also noted that the vehicles bore no legend or identifying marks to jnqj. 
eate clearly that they were Government property. The trucks were marked 
“Freeport Sulphur Co., Prime Contract DMP-105, Braithwaite, La.,” but the 
passenger car and station wagon bore no Government identification whatsoeyer. 
The project manager stated that he had not been advised by GSA as to the 
necessity for properly marking and identifying the vehicles as Government 
property. 

The lack of appropriate identification on these Government-owned vehicles ag. 
sumes added significance since it is an apparent violation of section 203.00, title 
1, chapter V, of GSA’s own Regulations on Personal Property Management, whic) 
require that agency identification be conspicuously displayed on motor yehicles 
acquired for official purposes. 

Recommendations.—We recommend that GSA take action to either accomplish 
the return to the Government of the three vehicles remaining in the contractor's 
possession or charge the contractor a fair rental for their continued use, Tf 
the contractor is to continue to use the Government-owned vehicles, they should 
be identified in accordance with GSA regulations. 

We recommend also that, in the administration of future contracts involving 
the use of Government-owned vehicles, GSA advise the contractors of the re 
quirement for proper identification of Government vehicles in order to deter the 
unauthorized use of such vehicles. 


Credits accruing after expiration of contract 


A spur track extending the main line of the Louisiana Southern Railroad to 
the pilot plant was constructed under the contract. Under an agreement dated 
January 5, 1956, with the Louisiana Southern Railroad, the contractor is to re- 
ceive a refund of $3 per car for each car moving over the spur track for which 
the railroad receives line haul revenue. This agreement is to remain in effect 
until either the cost of the spur track from the switch point to the clearance 
point, $1,151, is recovered or until December 21, 1959, whichever first oceurs. 
Refunds are to be made annually on June 30, and a refund of $144 was received 
and credited by the contractor to contract costs as of June 30, 1956, leaving a 
recoverable balance of $1,007. Provision has not been made to assure the 
Government the benefit of refunds paid to the contractor after the termination 
of the contract. 

Contractor officials agree that some arrangement for the handling of refunds 
received in the future should be made with GSA. 

Recommendation.—We recommend that GSA reach an agreement with the 
contractor which will assure the Government the benefit of all future refunds 
received by the contractor under the agreement with the Louisiana Southern 
Railroad. 


Excess payments 


Our audit disclosed certain payments made to the contractor which we con- 
sider to be in excess of the amounts properly reimbursable under the terms of 
the governing contract. Our comments on these items follow. 


Prepaid insurance premiums 


The contractor was reimbursed for insurance premiums which covered a 
period beyond that for which the Government was obligated under the terms of 
the contract. As of the end of October 1956, when the contractor assumed all 
costs of operating the pilot plant, prepaid insurance premiums amounted to 
$33,940 as follows: 
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Recommendation.—We recommend that the insurance premiums prepaid as 
f the date the contractor became responsible for the plant operating costs, 
;mounting to $33,940, be recovered from the contractor. 


Costs of transporting contractor’s employees from other locations were not 
prorated 


The contractor transferred some of its employees from other Freeport Sulphur 
Co. operations to the pilot-plant site at Braithwaite, La. Travel, subsistence, and 
moving costs of these employees were charged to contract operations. Of the 
employees transferred, 22 were ultimately used on both reimbursable and non- 
reimbursable activities, but no allocation of the transfer costs was made to 
nonreimbursable accounts. GSA has disallowed the transfer costs of 3 of those 
employees who spent little or no time on reimbursable activities but took no 
action in connection with the other 19 employees whose transfer costs amounted 
to $8,365. Computed on an individual basis according to the percentage of each 
individual’s salary actually charged to nonreimbursable activities, a total of 
$1,837 of the transfer costs should have been allocated to nonreimbursable 

counts. 

The contractor states that every man transferred to the pilot plant was trans- 
ferred for the sole purpose of working on the contract and that the roster could 
not have been reduced if nonreimbursable activities had not been performed. 

We have considered the contractor’s comments but still believe that, since 
nonreimbursable activities were performed, the transfer costs should be allo- 
cated accordingly. We therefore recommend that GSA recover the transfer 
costs properly allocable to nonreimbursable operations of the contractor, in the 
amount of $1,837. 


Subsistence paid in excess of contract limitation 


Artide VI-D-4 of the contract provides that travel and related sub- 
sistence expenses essential to the performance of the contract shall conform to 
the practice normally followed by the contractor in the ordinary conduct of its 
business, except that subsistence shall not exceed a maximum of $15 per man 
per day. 

This clause was adhered to by the contractor in all cases except in reimburs- 
ing employees for subsistence expenses when reporting for duty at the pilot plant. 
In these cases, the company followed its stated policy of reimbursing salaried 
personnel for actual out-of-pocket expenses in connection with transfer from 
one company property to another after the reasonableness of the items claimed 
is reviewed. In the case of 13 employees transferred to the pilot plant, sub- 
sistence payments in excess of the $15 a day limitation, totaling $734, were 
reimbursed to the employees and charged to contract costs. 

We discussed this point with the Defense Materials Service official responsible 
for administering the contract and were informed that the $15 limitation was 
intended to apply to all subsistence paid to employees in travel status, including 
travel in connection with the initial assignment or transfer to the pilot plant. 
We suggest, therefore, that GSA recover from the contractor the excess sub- 
sistence costs reimbursed, totaling $734. 


Reimbursement for noncontract work 


The contractor donated the use of contractor-owned equipment and an operator 
to assist in the cleanup of debris left by a hurricane in the area of Point a la 
Hache, La. The wages of the operator, totaling $268, were charged to contract 
operations. Since the work performed at Point a la Hache, which is 26 miles 
from the pilot plant, was not related to the contract, we do not consider that 
the wages are a proper item for reimbursement under the contract. Accordingly, 
we suggest that the amount of $268 reimbursed to the contractor for this work 
be recovered. 


General and administrative expenses were not prorated 


The contractor performed both reimbursable and nonreimbursable activities 
at the pilot plant but did not allocate general and administrative expenses 
tothe nonreimbursable activities. During its second interim audit for the period 
July 1, 1955, through March 31, 1956, the GSA Audit Division made a study of 
the contractor’s operations to determine the amount of general and adminis- 
trative expense which should have been allocated to nonreimbursable activities. 

As of March 31, 1956, GSA estimated this allocation to be about $6,200. This 
computation was based on the percentage of total direct salaries and wages 
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allocated to nonreimbursable activities. However, in arriving at this amount 
the GSA auditors did not consider amounts which should have been excludej 
from the direct salaries, such as overtime, the cost of excused leave, and the 
portion of the first salary payment to employees transferred from other Freeport 
locations applicable to the period prior to the date on which the employee re. 
ported for duty at the pilot plant. We believe that a recomputation by GSA 
of this allocation, giving consideration to the excludable items shown aboye 
will result in a reduction of the amount properly chargeable to nonreimbursable 
activities. 

The contractor is opposed to any allocation of general and administratiye 
expenses to nonreimbursable activities for the same reasons previously cited, 
namely, that every man transferred to the pilot plant was transferred for the 
sole purpose of working on the contract, that every man was heeded, and that 
the roster could not have been reduced if nonreimbursable activities had not 
been performed. In addition, it was stated that the company had absorbeg 
substantial salary costs during the period when the laboratory was being 
established, and also for employees in a standby status awaiting the start of 
contract work. 

We have considered the contractor’s comments, but we believe that, inasmuch 
as nonreimbursable activities were carried on at the pilot plant, a proportionate 
share of general and administrative expenses should have been allocated to these 
activities. We suggest, therefore, that GSA bring its computations up to date 
to cover the entire contract period and recover from the contractor the amount 
of general and administrative expense considered properly chargeable to nop. 
reimbursable activities after adjustment for the excludable items previously 
mentioned. 

GSA audit coverage 

As part of our audit we reviewed the work papers and reports prepared by 
the GSA Audit Division, to determine whether GSA was effectively discharging 
its audit responsibilities. Our review disclosed that the GSA audit concerned 
itself primarily with a verification of reimbursable costs at the plant site. The 
GSA audit work was performed in a satisfactory manner, was adequate for 
the purpose intended, and was useful to us in the conduct of our audit. How. 
ever, the scope of the GSA audit did not include a review and evaluation of 
the negotiation and general administration of the contract by GSA operating 
officials in the central office, Washington, D.C. 

One of the primary objectives of the internal-audit function should be to 
assist top management in achieving efficient and economical conduct of the 
operations of the agency. In our opinion, the accomplishment of this objective 
in the area of cost-type contracts requires not only a review of cost reimburse- 
ments but also of contract negotiations and general contract administration. 
By broadening its scope of audit to include such reviews and evaluations, the 
GSA Audit Division will be in a position to disclose weak or extravagant pro- 
curement practices, comment on the underlying causes of such practices, make 
recommendations for future improvements in contracting practices and admin- 
istration, and inform the Administrator and other top-management officials as 
to the manner in which operating personnel are discharging their delegated 
responsibilities. 

Recommendation.—In order that the GSA audit function relative to cost-type 
contracts might be of fullest assistance to the Administrator of General Services 
and other top-management officials in achieving economy and efficiency in 
agency operations, we recommend that the scope of the audit program be 
broadened to include reviews and evaluations of contract negotiations and 
general contract administration, and recommendations for remedial measures, 
as necessary. Our audit findings as set forth in this report indicate the need 
for such broadened audit coverage. 


Mr. Brooxs. Are there any questions on this pilot contract ? 

Mr. WatiuaAvser. Did GSA cooperate fully with you on all of the 
recommendations that you have made? 

Mr. Cuaram. Yes, sir. 

Mr. Watiuauser. Without any question ? 

Mr. Craram. On this one on “title” they finally followed our ree- 
ommendation though it took a little time. 

Mr. Watiuavser. Did they havea good reason for—— 
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Mr. CuaraM. They never gave us a reason for vesting title to the 
Government property in the contractor in the first place, which we 
considered not to be the usual way to do business. They still have 
not given us a reason. 

Mr. Brooks. Andtheautomobiles? _ } 

Mr. CuaraM. They answered us saying they would identify them 
and take proper steps in the future. 

Mr. Brooxs. We certainly thank you for coming down and staying, 
Mr. Charam. We appreciate your testimony and your cooperation. 

I wonder if Mr. Floete is still here. We would like to ask you to 
return to the stand, please, sir. 


FURTHER STATEMENT OF HON. FRANKLIN FLOETE, ADMINISTRA- 
TOR, GENERAL SERVICES ADMINISTRATION 


Mr. Brook. Mr. Floete and his Associate General Counsel, Mr. Pike. 

Mr. Floete, you are familiar with contract DMP-105? 

Mr. Fuorre. Yes, sir. 

Mr. Brooks. It was executed actually before you took office ? 

Mr. Fuorte. That is right. 

Mr. Brooxs. Mr. Charam has given us the background of this con- 
tract as reflected in your own files, and I do not think we need to go 
into that phase again unless you might want to add something to what 
Mr. Charam has said. 

Mr. Frorre. I, of course, do not understand why there is question of 
title. I feel strongly about that. When I was in the Defense Depart- 
ment we found similar situations and as a result of that, order was 
issued which forbade such construction on leased property. I think 
perhaps there was a special circumstance, though I was not there 
andam simply looking back. It is probably what we call a scrambled 
facility. It was Freeport property built on Freeport property and 
it was a special case. That is all I really know about it. 

I got involved in it, only on the question of the disposal of the 
property after Freeport had elected not to go ahead with DMP-106. 
They had a prior right under the contract, as I remember it, to pur- 
chase the property, and did make several offers. However, we did 
not consider any of them satisfactory and so we went through the legal 
process of declaring this property excess and final surplus to the needs 
of Government and put it up for sale. 

Mr. Brooxs. Let me cover that just a moment in some questions, 
and while we are on this subject of scrambled facilities I wanted to 
point out to my fellow committee members here that we have had 
nothing but very bad experience with this procedure and it has been 
done before. 

One of the most horrible precedents we can think of, is the Govern- 
ment financing and building either plants or additions to plants. 
That is the worst. Additions to plants that used the same electric, 
water, and other services—or heat, if it is in the North. And then 
when the time comes to dispose of that facility, the people who own 
the major installation say, ‘Why this dog attached to our tail is not 
worth but about a penny on the dollar” and invariably the Govern- 
ment gets in a very disadvantageous position from the standpoint 
of ultimately disposing of whatever facility they have. This very 
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policy has cost us millions and millions of dollars, as you well know 
Mr. Floete. . 

Mr. Friorre. That is correct. 

Mr. Brooks. And it is difficult to unscramble them and say, “Our 
half is worth half of the total value.” But, they say, “You cannot 
operate your half without ours.” 

Mr. Watiumauser. Fortunately in this case, Mr. Chairman, it Was 
eventually straightened out. 

Mr. Brooxs. We just built the whole thing on their land and they 
bought the thing for $244,000, I think. We will get to that. 

Under the terms of the contract, was it your understanding the ex. 
perimental plant was to be paid for by the Government ? 

Mr. Fuorre. Yes, sir. 

Mr. Brooxs. What was the maximum amount to be spent? 

Mr. Fioere. Mr. Pike knows the details of that better than I. The 
amount spent was about $3,750,000, as I recall, for the plant itself, 

Mr. Pixe. The limit on the liability was $6,250,000 including the 
cost of operation. 

Mr. Brooks. But on the plant itself—— 

Mr. Pre. I do not know what the limit was. It was reimbursed jp 
the amount of $3,579,910. 

Mr. Brooxs. Now the contract, Mr. Floete, provided that title to 
the property was to be in the name of the builder, Freeport Sulphur, 
and that Freeport was to give the Government a mortgage to secure 
the Government ? 

Mr. Fiorre. Yes. 

Mr. Brooxs. Did Freeport give us the mortgage ? 

Mr. Friorre. No, sir; there was some provision of the Louisiana law 
that made that impossible, but we never had any question about the 
credit of the Freeport Sulphur. We knew they were good for it 
whether we had a mortgage or not. 

Mr. Brooks. You did not think they would run off with it? 

Mr. Frorte. No, sir. 

Mr. Brooxs. Well, I think we have here a more technical explana- 
tion of why there was some difficulty about Freeport’s ability to do 
this, not their willingness, which is from the Administrator, on DMP- 
105. It is a memo signed by Mr. Harold F. Holtz, from official 
records. 

(The document referred to is as follows :) 


JANUARY 10, 1958. 
MEMORANDUM RE Contract No. DMP-105—Frreerort SuLpHurR Co. 


This is in reply to your note of December 28, enclosing an excerpt from the 
General Accounting Office report to the chairman of the House Committee on 
Appropriations. You ask for a report and for a statement as to the present status 
of the case. 

The excerpt makes two points. The first is that GSA has never explained to 
GAO why title to certain buildings, structures and installations was vested in 
the contractor instead of in the Government. The second is that GSA should 
have insisted upon immediate conveyance of title to the Government when it was 
ascertained that it would not be possible to obtain a mortgage from Freeport t 
the Government. 

This contract was executed on October 18, 1954. It provides for the construe 
tion and operation, at Government expense, of a pilot plant in Louisiana to test 
the technical and economical feasibility of a new process for the production of 
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nickel and cobalt from Cuban ores. Freeport originally proposed to enter into 
a contract for the production and sale of these metals under section 303 of the 
Defense Production Act. However, GSA took the position that the process had 
not been proved to the point where it would be practicable to build a commercial 
nt and that certain elements of risk inherent in such large size plant were 
reflected in the prices which Freeport sought. Therefore, it was concluded 
that the process should be tested by a pilot plant operation. The proposed 
contract was approved by the Office of Defense Mobilization, Borrowing Authority 
Review Board Document No. 4C, meeting 24, August 23, 1954. The pertinent 
janguage of the Board document is as follows: 

“The Board accepts the findings of the Assistant Director for Materials, based 
on the recommendations of the General Services Administrator, that in order to 
encourage the development of new processes for the production of strategic and 
critical materials, it is essential to the national defense that GSA enter into a 
contract with Freeport Sulphur Co. for the construction and operation of a pilot 
plant, at a cost of not more than $6,250,000, to test its process for the production 

ckel.” 

or was also authorized to negotiate a procurement contract to follow the 
pilot contract. The pilot contract, briefly, is of the cost-reimbursement type, 
with Government liability limited to $6,250,000, under the terms of which the 
contractor was to construct a pilot plant on land owned by Freeport, and to 
operate such pilot plant for a period of 1 year. Title to the buildings and 
structures, which were required under the contract to be temporary and removable 
to the greatest extent practicable, was to be in the contractor. Title to the 
equipment to be acquired was to be in the Government pursuant to the authority 
under the Defense Production Act to install Government-owned equipment in 
privately owned facilities. 

There was no authority for the Government to construct or have constructed 
a Government-owned plant nor was such authority required for the purposes of 
this contract. It is our understanding that this was the reason why provision 
was not made for title to be in the Government. The plant was incidental to the 
primary and fundamental purpose of the contract; that is, the development and 
testing of a process and the obtaining of technical data in connection therewith, 
and the Government was clearly authorized under the Defense Production Act 
to enter into a contract for that purpose. The cost of the plant was part of the 
cost of the real objective of the contract. 

It should be noted that the GAO report speaks in terms of transfer of title to 
the contractor. Such a statement is misleading since it implies that the Govern- 
ment originally had title to the plant, which is not the case. 

Upon the expiration of the contract, Freeport is obligated to convey to the 
Government, upon its request, title to the buildings, structures and installations. 
The purpose of this provision is, of course, to permit the Government to salvage 
as much of the contract cost as possible. In this connection the contract pro- 
vided that Freeport should give a mortgage to secure performance of the con- 
tract obligation to convey such title. As the GAO report mentions, it was 
subsequently learned that under Louisiana law a fixed dollar amount must be 
incorporated in a mortgage. Freeport was unwilling to agree to the insertion 
of a fixed dollar amount. No satisfactory solution to this problem was found. 
In view of the contract obligation of Freeport, a good credit risk, ultimately 
to convey title, GSA saw no reason for requesting immediate conveyance. 

Freeport has, in effect, a first right under the contract to negotiate for the 
purchase or retention of.the plant and equipment. The company has submitted 
separate offers for certain of the property and one offer for all the property. 
If these offers should be acceptable, there would be no point in requesting con- 
veyance of title now from Freeport to the Government and then reconveying 
back from the Government to Freeport. PBS has been requested to obtain an ap- 
praisal of all the property. When this is forthcoming, we will then be in position 
to evaluate the Freeport offers. 

HAROLD F.. Hotz. 


Mr. Brooxs. What steps were taken to secure the Government, since 
it was furnishing the money, after they could not get a mortgage ? 

Mr. Fiorre. It was transferred to the Government. The buildings 
and personal property included. 











158 NICKEL-COBALT CONTRACT OBLIGATIONS 


Mr. Prxe. As to the personal property, title was always in the Goy. 
ernment. This was a question of title to buildings that were affixed 
to the land. Essentially, title was transferred to the Government jp 
order that the Government could remove them from the land, 

Mr. Brooks. Is it customary to leave title to buildings and facilities 
built at Government expense in the name of others? 

Mr. Prxe. That is specifically authorized in the Defense Production 
Act. 

Mr. Brooxs. What I asked was, is it customary to leave the title to 
buildings and facilities that you build in the name of others? 

Mr. Pixe. I do not think it is customary, Mr. Brooks. I do not 
think we have much experience in building temporary buildings fop 
pilot plant operation. Certainly we do not do it in the case of a more 
permanent plant. 

Mr. Brooxs. It was understood the property would be sold or re. 
moved when the experiment was concluded; is that right? 

Mr. Fuoere. Yes. 

Mr. Brooxs. The building and facilities were built on Freeport’s 
land ? 

Mr. Fiorre. Yes, sir. 

Mr. Brooxs. Would you explain why they were not built on Goy- 
ernment land or why they did not acquire the property on which the 
buildings were going to be located? ‘This apparently came to your 
mind when you first looked at it and I never understood why that was 
not done. 

Mr. Frorre. Well, I do not know why—I mean I can see practical 
reasons. As I understand, these buildings were located right in the 
midst of the plant. There was not any very practical way you could 
divide the land itself. I do not think it is a good policy to do it that 
way but I can see where there would be cases where there is nothing 
else to do. 

Mr. Brooks. They had not just purchased this land ? 

Mr. Froete. Well, I do not know. 

Mr. Brooxs. Upon completion of the contract did the Government 
request Freeport to let it lease the plant to others? 

Mr. Fiorre. Yes. Well, it was a part of the sales agreement that 
we finally entered into with Freeport. They agreed that if we should 
sell these buildings to some other purchaser that they would grant 
a lease to that person for I believe a 5-year term at a purely nominal 
rental. 

Mr. Brooxs. Later, did they agree that the Government might lease 
only to those people acceptable to them? Did they not have a proviso 
in there? 

Mr. Pree. I believe that is true, Mr. Chairman. 

Mr. Brooks. I would like to submit this series of letters reflecting 
that transaction, which are to Mr. Weaver, from Mr. White of the 
Nickel Corp. of America; and to a Mr. Dufour, which is a memo, 
manager of Freeport Sulphur there in New York; and the Cuban- 
American Nickel Co. to Mr. Heddleston, from Mr. Dufour; and to 
Mr. White from Mr. Holtz, and to Mr. Holtz from Mr. White on this 
transaction about the ultimate disposition of this pilot plant and 
possible leasing of it. 
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(The documents referred to are as follows :) 


NICKEL Corp. OF AMERICA, 
Cave Junction, Oreg., September 4, 1957. 
Mr. EB. H. WEAVER, f 
Defense Materials Service, _ 
General Services Administration, 
Washington, D.C. 

Dear Mr. WeAvER: It has been called to our attention that Freeport Sulphur’s 
contract with the Government for the use of the Government’s pilot plant in 
Louisiana, expires in October 1957. We would like to explore the possibilities 
of a mutually beneficial arrangement wherein Nickel Corp. of America could 
utilize these same facilities. 3 ; 

At the present time, we have completed over 7,000 feet of churn drilling which 
indicate more than 15 million tons of lateritic deposits containing nickel in our 
holdings in Josephine County, Oreg. It is expected that future drilling will 
prove up a potential of more than 40,000,000 tons. Since the nature of our 
deposits are similar to the Nicaro, Cuba deposits and those of the M. A. Hanna 
Co. in Oregon, it appears that the use of the Louisiana pilot plant would expedite 
our operation. —— 

Senator Neuberger has suggested that we contact you to set up a meeting in 
Washington. We will call you on Friday, September 6, so that we can arrive 
ata mutually convenient date to discuss the matter. 

Respectfully, 
EpwaArp N. WuiteE, President. 


SEPTEMBER, 13, 1957. 
Mr. M. F. DuFrour, 
Manager of Development, 
Freeport Sulphur Co., 
New York, N.Y. 

DeaR Mr. Durour: We have had an inquiry as to whether the pilot plant 
provided under contract DMP-105 can be made available for use by another 
company in conducting experiments looking to the production of nickel from 
an ore body owned and controlled by such company. 

We sball appreciate it if you will inform us whether you would consider 
making available, either to the Government or to the interester company, the 
use of the underlying land, in conjunction with such use of the buildings and 
equipment as may be arranged. 

Sincerely yours, 
R. A. HEeDDLESTON, Commissioner. 


CuBAN AMERICAN NICKEL Co., 
New Orleans, La., September 28, 1957. 
Mr. R. A. HEDDLESTON, 
Defense Materials Service, 
General Services Administration, 
Washington, D.C. 


Deak Mr. HEDDLESTON: I have just returned to the office from an extensive 
trip and I find your letter of September 13 with reference to the DMP-105 pilot 
plant facilities. I have also received previous communications from your office 
regarding the disposition of these facilities. 

There are numerous considerations involved in connection with this matter 
to which we have given some thought and which I would like to discuss with 
you and your associates at some mutually convenient time. In view of the 
fact that I have just returned, I would like to suggest a day during the week 
of October 7 if that could be arranged. 

I shall look forward to hearing from you. 

Sincerely, 


M. F. Durour. 











160 NICKEL-COBALT CONTRACT OBLIGATIONS 


OCTOBER 29, 1957 
Mr. Epwarp N. WHITE, . 


President, Nickel Corp. of America, 
New York, N.Y. 


Deak Mr. Wuire: This is in reference to your letter of September 4, conce 
your possible use of the pilot plant in Louisiana provided under our contract 
DMP-105 with Freeport Sulphur Co., and to our acknowledgement of Sep. 
tember 13. 

We took up the question with Freeport Surplur Co., which under the terms of 
our contract has an interest in the acquisition of the pilot plant and is the 
owner of the underlying land, since any arrangement, permitting your use of the 
pilot plant would require that the use of the underlying land be made available 
by Freeport. 

The contractor has informed us that it cannot favorably consider an arrange. 
ment under which the underlying land can be made available. Accordingly, we 
regret that we are not able to comply with your request. 

Sincerely yours, 


HARo_p F.. Hotz, Commissioner. 


NICKEL Corp. OF AMERICA, 


Cave Junction, Oreg., November 12, 1957. 
Mr. Haro_p F. Hotz, 


Commissioner, General Services Administration, 
Defense Materials Service, 
Washington, D.C. 
Dear Mr. Hovtz: Thank you for your letter of October 29 regarding our desire 


to enter into negotiations with the U.S. Government for the use of its pilot plant 
in Louisiana. 


We would appreciate further clarification on the Government's position as to 
the availability of this pilot plant. Specifically: 

Is Freeport Sulphur Co. the only authorized bidder for the plant? 

Will the plant be put into use or will it be dismantled ? 

Can the plant be dismantled and assembled elsewhere? 

Is machinery (not attached to building) available? 

Obviously, we are interested in determining whether the plant can be put to 
further use to the mutual advantage of the Government and our company, despite 


the refusal of Freeport Sulphur Co. to allow access to the Government's plant. 
Sincerely yours, 


Epwarp N. WHITE, President. 

Mr. Brooxs. Did the GSA attempt to dispose of the plant? 

Mr. Froere. Yes, sir. 

Mr. Brooks. Did you gather in that process some figures to indicate 
what the plant was worth as a going operation? And then what it 
might be worth to Freeport, as two proposals? 

Mr. Fioere. Yes; there was a valuation prepared by Ford, Bacon 
& Davis, March 15, 1958. The fair market value of the property if 
sold to Freeport for use in place, it was appraised at $975,000. 

Value for off-site removal was set at $202,470. 

Mr. Brooxs. I would like to submit this memo which is from your 
files on that subject. 

(The document referred to is as follows :) 


MEMORANDUM TO FILES RE FREEPORT SULPHUR Co., BRAITHWAITE, La. 


JUNE 2, 1958. 
Henry Pike, Byron Harding, and C. A. Fredell, representing Defense Materials 
Service (MS), came into Curt Roos’ office on June 2, at 10 a.m., to discuss 
disposal of the subject case. Mr. Roos called in G. F. Wilcox, and after a short 
discussion all of them, except Roos, went to room 4309 to discuss the appraisal 
with Ben Coplan, Appraisal Division, and Mr. Lusk, representing the contract 
appraiser—Ford, Bacon & Davis. 
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General discussion of the appraisal developed the fact that Mr. Lusk thought 

all the Government property was of value to Freeport Sulphur, in greater or 

r degree, for their use in place. It appears a value for use in place will be 
found of about $1 million, and a value for off-site removal of about $220,000. 

Fredell was given a copy of the appraisal to review as to his opinion of the 
in-place use possibilities to Freeport Sulphur. He is to let Coplan know as soon 

ible. Mr. Lusk is going to correct his appraisal as to certain finished 
metal he included which Freeport owns. ' 

In the general discussion of sale procedure the Defense Materials Service 

Je agreed that they would get notification to Freeport Sulphur at once that 
GSA wants title to its property. The time on this action will run out June 18. 

Wilcox told them the region (Dallas) has been instructed to negotiate with 
Freeport but he didn’t think they had started, as they would need the appraised 
fair market value before doing so. Pike said the case was an important one to 
GSA and he thought the negotiations should be here in Washington. Wilcox 
pointed out that the time is short because GSA must sell and remove by Oct. 18 
if Freeport doesn’t buy. 

Later, at 11:30 a.m. Wilcox was talking to Cowart (Dallas regional office) 
(on another case ) and discussed G—La-439. Cowart said he was in New Orleans 
and Braithwaite on May 28 and 29 and discussed the plant with Vice President 
Dufour, although he was unable to negotiate, pending receipt of the approved 
appraisal. Cowart said Dufour was firm that the company only wanted a part 
of the Government facilities, including the utility lines, office, laboratory, per- 
imeter fence, and possibiy the warehouse. He said they had no use for the pilot 
plant except the metals-reduction building, for which they had offered $75,000 
and had no intention of offering more. Dufour said Freeport has no use for the 
slurry, leaching, sulfide plants, or the powerplant. 

Cowart’s plan is to go to New Orleans June 10 and go over the property with 
Gerth’s Realty to set up an auction contract. On June 11 he plans to see Dufour 
again, armed with appraised fair market value, and see if he can negotiate for 
those parts of the property at our price that Freeport wants. If successful, 
Cowart will recommend those parts for negotiated sale reported to the congres- 
sional committees. 

The balance of the property Cowart plans to advertise June 23 for auction at 
the site July 18 by Gerth Realty. He said any buyer would need at least 60 days 
after award to get the property off the site, and the time running out October 18 
makes it a very tight schedule. 

At 1:30 p.m., Wilcox discussed the foregoing with Mr. Roos and Mr. T. L. 
Peyton. Peyton said he had talked with Commissioner Holtz, DMS, who was 
in agreement that if Freeport wouldn't accept our price offer for the whole 
property, then we should immediately advertise an auction and take what we 
can get. Therefore, Peyton was in agreement with Cowart’s plan, except that 
Freeport should be offered all or none on a negotiated basis at our price. Peyton 
called Henry Pike and told him of his discussions with Holtz, and Pike agreed 
we should proceed on that basis. 

Peyton, acting in Lawson Knott’s absence as Assistant Commissioner for 
Acquisition and Disposal, told Wilcox to call Cowart and tell him to offer the 
property as a whole at our price to Freeport Sulphur Co., and if they refuse to 
purchase, then proceed with public auction as Cowart planned. Peyton said he 
wouldn’t agree to go to the congressional committees at a figure less than our 
appraised fair market value, or on a piecemeal basis of sale to Freeport. 

At 3:40 p.m., Wilcox called Cowart and gave him Peyton’s instructions (as 
above). Cowart said he would follow these instructions, and if no negotiated 
offer results he will write Dufour after seeing him on the 11th, reject his Novem- 
ber 19, 1957, offer of $250,000, and inform him of the auction. 


G. F. Wircox, 
Disposal Division, Office of Acquisition and Disposal, PBS. 

Mr. Brooxs. That was $970,000 in place value to Freeport and 
roughly $220,000 if scrapped and removed from the site? 

Mr. oours. That is correct. $202,470, for off-site removal. 

Mr. Henperson. Then there is a variation in the document. 

Mr. Brooks. This one says $202,000. 

Mr. Forres. There may be a transposition here. 

Mr. Brooxs. There may be a typographical error there. 
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Well, we got more than that anyhow, which is something. 

Were there any offers to buy the plant, sir ? 

Mr. Forte. Yes, I think we had several offers at the first effort to 
sell and I believe we had 18 total in the final. Of course, we split it 
up into various lots, and 18 companies and individuals did bid in the 
second leasing. 

Mr. Brooks. Were people authorized to buy the land and improve. 
ments so they could operate it as a going plant? 

Mr. Fvoere. I cannot answer that, sir. 

Mr. Brooks. I have here a letter to Mr. Harold Holtz, Commis. 
sioner, to the GSA in Washington, D.C., signed by an Edward N 
White, of the Nickel Corp. of America, Cave Junction, Oreg,, on 
November 12, 1957. 

Thank you for your letter of October 29 regarding our desire to enter into 
negotiations with the U.S. Government for the use of its pilot plant in Louisiana, 

We would appreciate further clarification on the Government’s position ag to 
the availability of this pilot plant. Specifically: 

Is Freeport Sulphur Co. the only authorized bidder for the plant? 

Will the plant be put into use or will it be dismantled? 

Can the plant be dismantled and assembled elsewhere? 

Is machinery (not attached to building) available? 

Obviously, we are interested in determining whether the plant can be put to 
further use to the mutual advantage of the Government and our company, 
despite the refusal of Freeport Sulphur Co. to allow access to the Government's 
plant. 

Do you recall that ? 

Mr. Fioere. I remember hearing about it. 

Mr. Brooxs. We did not locate a copy of your reply and I won- 
dered what had been said about whether or not Freeport stopped you 
from going on there or whether you were able to offer the whole thing 
as a going operation, or just what were the restrictions on the original 
offer to sell. 

Mr. Prxe. Freeport, if I recall correctly, offered to let other com- 
panies come in. 

Mr. Brooks. To lease and not to sell the land ? 

Mr. Prxe. That is correct. 

Mr. Brooks. They refused to sell it ? 

Mr. Prxe. That is my understanding; yes, sir. 

Mr. Brooxs. How was the plant finally disposed of, Mr. Floete? 

Mr. Fuioere. Well, we put it up the second time; we spent about 
$10,000 in advertising it; we gave it national publicity. It was offered 
in 23 separate items in order to get as wide interest as possible from 
used material and equipment dealers and other producers. 

Cuban American Nickel—that is, Freeport—was high bidder on 20 
items for $214,050. Fair appraised market value for these items for 
off-site removal was $185,085. 

Mr. Brooxs. What was the acquisition cost of these, sir; is that that 
$3,575,334.12 we were talking about ? 

Mr. Fiorre. Well, it also included these other few items that we 
sold separately, The total receipt was as you have indicated, $244,000. 
Through off-site removal we sold one item for $3,358, another for 
$5,950, another for $1,057 and the last one for $18,000. 

Mr. Brooks. But the bulk of this $314 million installation went to 
Freeport Sulphur for how much ? 
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Mr. Frorre. The final offer from Freeport Sulphur was $214,050. 
That wastheir final. — 

Mr. Brooxs. We didn’t make a lot of money on that particular in- 
vestment,did we? _ 

Mr. Fuorre. We did not. 

Mr. Brooxs. As a matter of fact, we have done better on most of 
oursales, haven’t we, Mr. Floete? 

Mr. Fioere. I certainly hope so, Mr. Chairman. It would be a poor 
record otherwise. _ 

Mr. Brooks. I quite agree. 

Mr. Fuorre. I think you have to remember that this was wholly an 
experimental effort, that the buildings were of a temporary nature, and 
that very frequently these experiments result in a total loss to the 
Government or even to a private individual who may be conducting 
similar experiments and you just don’t get it back. 

Mr. Brooks. We sure didn’t. 

I want to include this breakdown on sales in the record. 

(The breakdown referred to follows :) 


Summary of offers by Freeport Sulphur for certain pilot plant facilities and 
inventory per contractor’s letter of Nov. 19, 1957 























Summary of individual offers Actual cost | Offer 
—_—___—- — --— a | 
Schedule 1—General and service facilities d $341, 800. 13 $97, 500. 00 
Schedule 2—Automotive equipment. atte ices veedek 13, 243. 16 | 3, 500. 00 
Schedule 3— Metals-reduction building and facilities- 429, 435. 19 75, 000. 00 
Per contractor’s letter of Nov. 19, 1957, warehouse-laboratory inventories. -| 95, 657. 12 22, 877. 74 
Used miscellaneous laboratory equipment and chemicals _ _. 6, 945. 00 1, 500. 00 
Oreinventory 3,188 tons in United States- sedead hc cede 62, 160. 00 | 1, 000. 00 
Total... ease ooen | 949, 240. 60 | 201, 377. 74 
|————— — 
For total facilities and materials on hand under DMP-105 in United States: 
Appendix A facilities. i i si 3, 346, 257.00 |-- 
Additional facilities —- ‘ ; 66: SA G6 G3. hice 
Ore inventory 3,188 tons in United States_._. : GP. 6 GO. bw c cence 
Warehouse and laboratory inventories. 95, 657.12 | sos 
Used miscellaneous laboratory equipment and chemicals COORG bn ncnkeess 
wanna EE 
so ‘ . TT 3, 575, 334. 12 250, 000. 00 








Mr. Fiorre. It was the conclusion of a great many people it wasn’t 
worth any more than this. Everybody had his day in court twice. 
So I don’t know what more we could have done to have developed a 
better sale. 


Mr. Brooxs. I would like to include in the record an official memo- 
randum on the additional breakdown on what the return was on this. 
(The memorandum referred to follows :) 


Hanna Nicket Smerrine Co., 
Riddle, Oreg., January 25, 1958, 
To: Mr. W. M. B. Freeman, Chief, Industry Branch, DMS, 
From: F, James Owen, GSA engineer. 
Subject: Contract DMP-105, Freeport Sulphur Co., appraisal of company’s 
purchase offer. 

In his letter of November 17, 1957, to Commissioner Holtz, Mr. M. F. Dufour 
vice president, Cuban American Nickel Co., subsidiary of the Freeport Sulphur 
Co., submitted quotations the company was prepared to offer for certain buildings 
and facilities which had been installed under contract No. DMP-105 for the 


nickel pilot plant at Braithwaite, La. The sum of $250,000 was bid for the com- 
plete plant and facilities. 
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The following discussion may be helpful in your de 
offer: 

A breakdown of the construction costs and facilities for the 
abstracted from Freeport’s construction and operating costs report 
appendix A and inventory documents, would be about as follows: 


‘liberations of Freeport’s 


pilot plant, gs 
8, Construction 


Total plant and equipment cost 


sd Jad 00. 
Additional facilities. » 207 


ae age EMSS he 54 a ire adh cwk as 64, 315 
Cuban mining equipment ’ Reece j z 2 42 oe 
- Total _ - ' hiwiths 3, 453, 419 
Received from sale of Cuban mining equipment 32, 119 
Net cost 3,421. 407 
Net or tive <b Aap 2 3, 421, 307 
Total labor i. fee . $726, 615 
Construction overhead 2 _ Ht 511, O81 
1, 237, 696 
‘otal material cos 9 1a 
Total material cost 2, 183, 611 


Freeport’s offer for everything (or 11.4 percent of original material 
cost) ~-----+-------------------------- 250, 000 
The buildings and facilities Freeport says it can use include: 

Schedule I 

103. Metals-reduction building. 
112 Pavloader. 
15 Equipment foundations and supports. 
152 Nickel-refining equipment. 
161 Equipment foundation and supports. 
162 Cobalt refining equipment. 
1839-6 Drinking water-treatment equipment. 
1919-3 Process piping, valve, fittings (metals reduction). 
1939-3 Instruments and controls (metals reduction). 
2019-3 Power wiring and controls (metals reduction). 
202 Power substation and distribution. 
211 Water storage reservoir. 
212 River pump station. 
213 Water pipelines. 
Schedule II 
221 Office building. 
222 Office equipment. 
223 Laboratory. 
224 Laboratory equipment. 
225 Warehouse and shop building. 
226 Warehouse and materials handling equipment. 
227 Shop equipment. 
228 Locker-room equipment. 
229 First aid station and safety equipment. 

Schedule III 

231 Service piping (general). 
232 Fire protection system. 
233 Yard wiring. 

234 Telephone system. 

235 Roads, walks. 

237 ~=Railroad. 

239 Protection (cyclone fence). 
Schedule IV 

241 Automotive equipment. 


bo 


— 


Added equipment 
3529 Briquetting press. 
3939-1 (1 and 2) Instruments (slurry preparation and leaching). 
3939-3 (1 to 6) Instruments (metals reduction). 
393y-5-1 Instruments (testing). 
1249-1 Microscope and camera for photomicrographs. 
4249-2 Sample blending machine. 
4279 (1 to 5) Shop equipment. 
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The company evidently does not require the ore preparation building and equip- 
ment, the leaching equipment, the sulphide precipitation building and equipment, 
jimestone-storage building, serpentine-preparation equipment, nor the steam 

werplant, hydrogen generator, HS generator, and other related facilities, such 
as storage tanks, thickeners, etc., except as noted in the foregoing. 

In appraising Freeport’s requirements it is obvious the company is bidding 
only on buildings and equipment it can use, or such as will not be duplicated 
at Braithwaite for the commercial plant. For example, steam and power 

nirements will be met by the much larger installation needed by the com- 
inercial-metals reduction plant to be constructed at Braithwaite. A much larger 
hydrogen generator will be needed for the commercial plant and they would 
pave no use for the pilot plant generator. 

Other buildings and facilities which will be used in the ore preparation, 
jeaching and sulfide percipitation processes will be constructed and used in 
Cuba for the commercial operation. No doubt any experimentation in con- 
nection with these processes will be carried out in Cuba. . 

Any building and facility not wanted by Freeport would in all probability 
have to be removed from the plant site unless some agreement could be reached 
petween the purchaser and Freeport for its use on the plant site. More than 
likely the equipment would have to be sold piecemeal through a dealer or 
through the surplus-disposal people. The return in dollars would be small. 

In summing up, it seems to me that Freeport’s offer is about as fair as could 
be expected under the circumstances. No other company could use the plant 
without Freeport’s permission, as it is on their property. It is hardly likely 
that another company could use the plant as such because of the unique char- 
acter of Freeport’s process. ‘The office and laboratory building are of tempo- 
rary construction, though they could last, with care, for quite a few years. 
The steamplant and equipment would be of serviceable value to any small 
operation anywhere gas fuel can be used, but the dismantling, transporting and 
reinstallation costs would have to be taken into consideration by a prospective 
purchaser. Other buildings and equipment would find use only in rare cases, 
and again dismantling, transportation and installation costs must be taken 
into account. 

I hope this appraisal may be helpful. Should you require further elabora- 
tion, I shall be glad to oblige. 

F. JAMES OWEN 
(Per G.A.D.). 


Mr. Brooxs. Mr. Floete, you have been a businessman all your life 
and you understand the Congress has tried to get a fair price for the 
property we sell and it is a tough problem for you and for us. 

Do you have any suggestion as to how we might eliminate getting 
in this position, either now or in the future, and how we might better 
extricate ourselves from it when we get in? Realizing that we are 
making these contracts all the time, of one sort and another, the net 
result is, we end up with an installation that costs a lot of the tax- 
poyers’ money and for which we get little return when it becomes 
surplus. Iam wondering how we can avoid this. 

Mr. Fiorre. Do you mean in cases like this or just generally? 

Mr. Brooks. In cases like this and generally. We are concerned 
with both and I know you are. 

Mr. Frorre. Well, it seems to me there are different problems. I 
mean in a case like this you have got to give the Government the last 
ounee of protection you can when you make the contract. After it 
is made, it is too late. You can’t do much about it and that is why 
we are in trouble on this one. 

Now, I don’t think any of us can set ourselves back 4 or 5 years 
ago at the time this contract was made and know exactly why they did 
it this way. I don’t know. I don’t think it is a good type of contract. 
Ithink it should be avoided, of course. 
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Mr. Brooxs. Do you think we can improve on this type contract 
in the future? For the same results, do you think we could get a better 
contract to do it? 

Mr. Fiorre. I think it would be possible, sure. I don’t know 
whether this land had to be—whether these buildings had to bg 
put on this exact land. It seems to me it could have been moved 
out where there would be no question of title. I don’t know whether 
that would have improved the ultimate outcome, because it was purely 
experimental. And then, of course, Freeport said it was an unneces. 
sary experiment. I don’t know about that. 

Mr. Brooks. Do you have any questions, Mr. Wallhauser, or Mrs, 
Weis? 

Mr. Watiuavser. I think he has been responsive. He is indicating 
to me this is conjectural. His entire reply is conjectural. He admits 
he doesn’t know what happened 4 or 5 years ago, what the circum. 
stances were. He doesn’t know where the plant should have been put 
or could have been put, so I just simply say, with due respect, that 
you, I think, will admit that it is conjectural. 

Mr. Fioere. I thought I made that clear. 

Mr. Brooks. This land was purchased, I believe—do you know when 
it was purchased ? 

Mr. Fuorre. No, sir, I don’t. 

Mr. Brooks. Mr. Charam, do you know when this particular land 
was purchased ? 

Mr. Cuaram. In our audit we went down to the courthouse. There 
were two lots of land. Lot No. 1 was purchased August 5—they both 
were purchased August 5, 1954. Both lots. The price on lot 1 was 
$125,000. The sales price on the other was $104,500. That is the in- 
formation that appears on the record of the clerk of courts, Plaque- 
mines Parish. 

Mr. Brooxs. When was this contract signed ? 

Mr. Cuaram. October 1954. 

Mr. Brooks. Were negotiations going on at the time of the purchase, 
in August ? 

Mr. Cuaram. Probably so. 

Mr. Fiorre. You see, the Government—not only GSA, but all 
branches of the Government—enter into a great many experimental 
contracts. Normally they are carried out in the contractor’s property. 
In GSA/’s experience, I don’t know whether it ever had a case exactly 
like this. We have contracts right now going on on some of these 
metals and minerals, but they are being done in the contractor’s plant. 
In a sense, we probably pay for it there. 

Mr. Brooxs. It isa very expensive thing, this research, isn’t it? 

Mr. F.Loere. Very expensive. 

One of our biggest problems still today is mica, of which very, 
very little is produced in the United States and we have been trying 
to develop a method to produce it synthetically. We have had three 
or four of the very best people in the United States working on it and 
they are making some progress, but they yet haven’t got to the final 
stage where they can say we are completely independent of the foreign 
source of supply which is as we would like to have it. 

Mr. Brooxs. Do you have any further questions, Mr. Wallhauser! 
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Mr. Wattuauser. As I sat here, I was thinking of another ques- 
tion—this doesn’t relate to this exact testimony, but as long as he is 
hack in the chair, it seems as I recall your testimony Bethlehem was 
told that on account of a Government loan its bid would not be 
considered. 

Mr. Fuorre. Yes, sir. We asked them to submit another one 
under the policy plan. 

Mr. WatiHavuser. Did Freeport know that same ruling, that there 
would be no Government loan of any kind ? 

Mr. Fuorre. It was publicly announced. 

Mr. Watiuavuser. And probably—I will not put words in your 
mouth, but if a Government loan could have been made to Freeport 
similar to Bethlehem, would you have told them so and entertained 
itand so forth? It would have been on exactly the same basis? 

Mr. Frorre. Well, I think if there had been a policy decision that 
we could make loans, we would have had to advise all of the industry 
that the submission of proposals would be on that basis. If they 
elected to go that way. 

Then I suppose in that instance we would have submitted two types. 
Incentive-type contract, or Government financed perhaps without 
any purchase contract. ; 

Mr. Watiuauser. That is all, Mr. Chairman, thank you. 

Mr. Brooxs. Mr. Floete, we certainly are grateful to you for com- 
ingdown. We appreciate having you, sir. 

is Mr. Beitzel here? 


STATEMENT OF GEORGE B. BEITZEL, FORMER DIRECTOR OF PRO- 
DUCTION AND TECHNICAL ADVISER, OFFICE OF DEFENSE MOBI- 
LIZATION, AND FORMER PRESIDENT, PENNSYLVANIA SALT C0., 
PHILADELPHIA, PA. 


Mr. Brooxs. Mr. George Beitzel is a former Director of Produc- 
tion and Technical Adviser, Office of Defense Mobilization. He is 
formerly president of the Pennsylvania Salt Co. of Philadelphia, Pa., 
and is a man who has distinguished himself both in industry and in 
his service for the Government as an adviser of a technical nature. 
I would like to submit the civil service position description for the 
record. 

He is a businessman primarily and we would be very pleased, sir, 
if you would give us what your position had been with the ODM? 

Mr. Berrzet. As you have stated, the job is one having to do with 
industry and productive activities of ODM. 

Mr. Brooks. I believe that job description was “relating to indus- 
trial production, including facilities, equipment, components and 
strategic materials, expansion and procurement programs.” 

Mr. Berrzet. That sounds like it. I have no papers with me and 
I talk entirely from my recollection. 

Mr. Brooks. What were your duties generally, Mr. Beitzel? 

Mr. Berrzex. To head up the organization of about 70 people having 
todo with the productive facilities necessary for defense products. 
Having to do with the actual production facilities which would in 
turn make us more prepared for an emergency. 
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(The material referred to is as follows:) 
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Mr. Brooxs. Any emergency ? 

Mr. Brirze,. Any emergency having to do with defense. Defense 
materials, Office of Defense Mobilization. 

Mr. Brooks. Now, in your capacity, would you normally have been 
consulted on expansion goals for various metals including nickel! 

Mr. Berrze.. Yes; it came through my office. 

Mr. Brooks. Cobalt ? 

Mr. Berrzeu. If it was on the list. I can’t tell you at this moment 
if it was on the list. If it was on the list for that activity, it would 
come through my office and I would have been responsible for making 
the recommendation to Mr. Flemming. 
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Mr. Brooxs. Now, in the instance of nickel, were you consulted 
about a new expansion goal in 1956? 

Mr. Betrzev. I joined the organization—I came on September 4, 
1956, in this particular activity. I do not know whether the expan- 
sion goal, that particular expansion goal, was put on the records 
prior to that. If it was, I had nothing to do with it. 

Mr. Brooxs. I think that it was, actually. 

’ Mr. Berrzet. Then I was not a part of the organization. 

Mr. Brooxs. In the light of the Inco program, did you believe 
that an expanded stockpiling program was necessary in the light of 
the Inco program and projected increase in their capacity to produce 
nickel ¢ 

Mr. Berrzet. Yes; I think I would go along with the general pro- 

that we needed more nickel. 

Mr. Brooks. As of that time? 

Mr. Berrze.. As of the time I joined the organization we were still 
quite short of nickel and many small operators were asking for 
nickel. 

_ Mr. Brooxs. Did they consult with you on this Freeport contract ? 

Mr. Berrzev. No. 

Mr. Brooks. They didn’t ? 

Mr. Berrzev. No. 

Mr. WauiHaAvser. Who is “they,” Mr. Chairman ? 

Mr. Brooks. The ODM. They are the people he worked for. He 
was there as a technical adviser. 

Were vou aware such contract was signed or was to be signed ? 
“Mr. Berrzet. Well, in an organization you are aware of many 
things. It may not come to you officially. [ knew we were consider- 
ing the matter, but I was not officially advised of its final results 
until after the letter of intent was signed. I don’t recall ever having 
geen the contract itself. The contract followed some 4 or 5 months 
after a letter of intent. 

Between the letter of intent and the contract, I am sure I was aware 
of it, but then the matter had been determined. 

Mr. Brooxs. I am not going to ask you whether you did comment 
on it because I know that you did and I would like to read your 
comment. 

(The document referred to follows :) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF ASSISTANT DIRECTOR, PRODUCTION, 
Washington D.C., April 8, 1957. 


Memorandum for Mr. Gray. 
Subject: Contract with Freeport Sulphur Co. 

I have before me a copy of the agreement between GSA and Freeport Sulphur 
Co. in connection with nickel produced in Cuba. I don’t know that much can 
be done to change the substance of the contract, but since a formal contract 
is now being drawn up, perhaps the following remarks will be helpful. 

Page 2, portion marked “X”: It will be difficult, if not impossible, to determine 
whether the amount spent for exploration and development of ores was for the 
purpose of production of 271 million pounds of nickel metal or whether it was 
for general exploration and development not connected with the 271 million 
pounds of nickel metal. I suggest, therefore, that this part of the contract be 
eliminated and that the cost of all exploration and development be for the 
account of the contractor. 


41108—59—-—_12 
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Page 2, last paragraph marked “Y”: I think 30 percent of the nickel produced 
is too little for our portion and that it should be as high as 50 percent. Bear 
in mind that if they choose to sell us only 30 percent, it will amount to only 
15 million pounds per year, which will not be of great help to us. 

Page 3, portion marked “Z”: This question of price should work both ways: 
that is, if the price advances, we should pay the higher price and if it should 
decline we should pay the lower price—or, it should be a firm contract at 74 
cents per pound. It isn’t fair to have a contract which gives the contractor 
the advantage of an advance but does not give us the advantage of a decline. 
I hope that you might be able to convince Mr. Floete that this particular clauge 
is objectionable, although if it is already established as a firm part of the fing] 
contract probably nothing can be done about it. 

Also, it is hard to understand our willingness to purchase 4,400,000 pounds of 
cobalt when we have all the cobalt we need, and our total U.S. consumption jn 
1956 was 9,562,000 pounds. The Freeport contract is almost 50 percent of our 
total consumption. 

If you would like to have me discuss this with you personally, please let me 
know. 

Gro. B. BEIrTzeEL, 
Assistant Director, 


Mr. Brooxs. When you did become aware of it, you wrote a mem- 
orandum on April 8, 1957, to Mr. Gray, then ODM Director. You 


may recall this memorandum. I have a copy of it and I will read 
it to refresh your memory. 


I have before me a copy of the agreement between GSA and Freeport Sulphur 
Co. in connection with nickel produced in Cuba. I don’t know that much can be 
done to change the substance of the contract, but since a formal contract is 
now being drawn up, perhaps the following remarks will be helpful. 


You are very factual, apparently, in the presentation of your views, 


Page 2, portion marked “X”: It will be difficult, if not impossible, to determine 
whether the amount spent for exploration and development of ores was for the 


purpose of production of 271 million pounds of nickel metal or whether it was 
for general exploration and development not connected with the 271 million 
pounds of nickel metal. I suggest, therefore, that this part of the contract be 
eliminated and that the cost of all exploration and development be for the 
account of the contractor. 

Now, did they do this? 

Mr. Berrze.. I am not sure I can answer that because I just this 
morning saw the contract for a short period of time before I came 
over. I honestly don’t know. It would show in the contract whether 
it was done or not. That would come from my own experience in 
trying to divide the costs of research. It is almost impossible to di- 
vide the cost of research between operation and exploration. They 
are not always too clear. I was anxious to see if we could find some 
way in which we would say to the contractor, “These costs are on you.” 

Mr. Brooks. So there would be a clear understanding at the outset 
as to who was going to pay for what? 

Mr. Berrzex. That is right. 

Mr. Brooks. Well, this seems logical. 

Mr. Berrzet. Normal, natural business procedure. 

Mr. Brooxs. Normal, natural business procedure, but we often do 
not do that, as you, unfortunately, know. 

Mr. Berrze.. I know. 

Mr. Brooxs. Now: 


Page 2, last paragraph marked Y: I think 30 percent of the nickel produced 
is too little for our portion and that it should be as high as 50 percent. Bear 
in mind that, if they choose to sell us only 30 percent, it will amount to only 
15 million pounds per year, which will not be of great help to us. 
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They apparently did not follow your suggestion. ; 

Mr. Berrzet. Because of our need, we should have had, in my opin- 
jon, a larger percentage of the total production. 

Mr. Brooxs. If we had a great need, we would need more than 15 
million pounds. 

Page 3, portion marked Z: This question of price should work both ways; 
that is, if the price advances we should pay the higher price and if it should 
decline we should pay the lower price—or it should be a firm contract at 74 
cents per pound. It isn't fair to have a contract which gives the contractor 
the advantage of an advance but does not give us the advantage of a decline. 
I hope that you might be able to convince Mr. Floete that this particular clause 
js objectionable, although if it is already established as a firm part of the final 
contract probably nothing can be done about it. 

Mr. Berrze.. I am not sure, having read the contract rather hastily 
this morning; I think part of that was corrected. I think there 

gic! 

" Mr. Brooks. On that which they tendered to use, 74 cents is the 
fixed price. On that on which we had a call—that 30 percent—74 
cents is the floor. He didn’t follow you on that ? 

Mr. BerrzeL. You can’t go below the 74. They can go higher if we 
ask for it and the market price is above 74 cents. 

Mr. Brooxs. Mr. Foete apparently was able to meet you halfway 
onthis. He got half of it out of them; is that right, Mr. Floete? 

Mr. Fuoere. I think it was a little more than half. The 74 applied 
to 271 million pounds, and the above to some 30 percent. 

Mr. Prxe. Mr. Chairman, that was not changed between the letter 
of intent and the formal contract. That remains exactly the same. 

Mr. Brooxs (reading) : 

Also, it is hard to understand our willingness to purchase 4,400,000 pounds of 
cobalt when we have all the cobalt we need, and our total U.S. consumption 
in 1956 was 9,562,000 pounds. The Freeport contract is almost 50 percent of our 
total consumption. 

If you would like to have me discuss this with you personally, please let me 
know. 

Signed, “Mr. George B. Beitzel.” 

I thought this was an interesting memo, which is dated April 8, 
1957, 

Mr. Berrzet. I thought that cobalt was just excess luggage so far 
as Government was concerned. It was being worked out in the final 
agreement, and maybe there was some change in the final agreement 
to make some changes. Apparently there was no possibility of doing 
it. 

Mr. Brooxs. Were you familiar with the Bethlehem proposal, sir? 

Mr. Berrzev. Yes; Just from conversation and listening in to De- 
fense Mobilization Board meetings. I knew the general conclusions, 
but I didn’t know the individual cases. I was not consulted on that. 

Mr. Brooxs. Did you feel at the time it was perhaps a more equi- 
table type of contract ? 

Mr. Berrzev. I think so. The great stumbling block there being 
the question of whether Government funds—whether a loan should 
be made. 

It has been the policy of the Government, I think, prior to this, to 
loan money. In fact, that was the reason for having the funds avail- 
able. That if a company was not able to get it through banking 
connections it could get a Government loan. Now here is a case, as 
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I see it and saw it then, under which there was a need for funds from 
the Government. I had no way of stating my position. If ODy 
had already decided that no money was to be advanced as far ag q 
loan was concerned, then obviously the Bethlehem contract could not 
be followed through. 

Mr. Brooxs. And they did not consult you about it ? 

Mr. Berrzex. No; I was not consulted. 

Mr. Brooks. Was your advice asked by Mr. Flemming on the 
Bethlehem proposal ? 

Mr. Berrzex. No; I did not know anything about it until the memo 
came through, about that date that I wrote my letter. That I hada 
memo from the office of Mr. Flemming. 

Mr. Brooxs. Now, did Mr. Weaver, the Commissioner of Defense 
Materials Service, write you in October 1956 and express some concern 
over the fact that ODM had not replied to their query on the Bethle- 
hem proposals submitted sometime before ? 

Mr. Berrzer. I can’t answer that. I have had no reason to look 
at these memos for a year and a half. 

Mr. Brooks. There is the letter to you from Mr. Weaver. If you 
would read it out loud to the committee. 

Mr. Betrze.. This is dated October 18. 

On October 17 a meeting was held with representatives of the Freeport 
Sulphur Co., at which time they presented a proposal for the construction of 
a nickel plant to treat the ores from the Moa Bay, Cuba, properties. Part of 
the facilities are to be constructed in Cuba, and the refining facilities at an 
undetermined location in the United States. The proposed plant would be 
designed to produce 50 million pounds of nickel metal per year and approxi- 
mately 4,400,000 pounds of cobalt metal. The general details of the proposal 
are given in the enclosed copy of their presentation. 

We have not, as yet, had any word from ODM with reference to the Bethlehem 
Steel Co. proposal which was submitted several weeks ago and have, therefore, 
been unable to discuss the proposal with the company. An early resolution on 
this proposal would be of great value in carrying on negotiations on this and 
other proposals. 

It is signed “E. H. Weaver.” 

Mr. Brooxs. Do you recall any action being taken on that ? 

Mr. Berrzex. I do not remember any action. 

Mr. Brooxs. Of course, if they hadn’t consulted you, you may not 
know. Did you ever talk with Mr. Weaver about it, personally ? 

Mr. Berrzer. Oh, yes; many times. We have lived in the same 
apartment house and often discussed it. 

Mr. Brooxs. What was the gist of your feeling; did he share your 
feeling that it was a proposal worth considering—the Bethlehem pro- 
posal ? 

Mr. Berrzex. From his conversation with me I would say he did feel 
we should go further along until we had come to the positive conclusion 
that, without a loan, one was entirely eliminated. At that moment, 
of course, you only have one bidder. 

Mr. Brooxs. Actually, there was no competition for it at that point! 

Mr. Berrzex. If you only had two originally and one was eliminated 
because of wishing a Government loan and there was one left—except 
some small ones, as I recall, concerned with small amounts—— 

Mr. Watiuauser. At this point you say we only have one bidder, 


but could not Bethlehem have put in another proposal to make an- 
other bid ? 


—e ek oe. 
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Mr. Berrzev. I should say not. I think at that time they had put in 
a bid based on a loan, and I think in the proposal—Mr. Floete would 
know this—in the proposal I think it said you could not use Govern- 
ment money on the basis of a loan. Therefore, mechanically, Bethle- 
hem’s proposal was out of order. It was not according to the pro- 

al required. 

Mr. WatiHAvser. But the door wasn’t shut on Bethlehem putting in 
another proposal based on private fund, was it ? 

Mr. Bertzev. I don’t know. In business, the door would not ever be 
closed, but GSA would have to answer that. 

Mr. WatiHavser. I think I recall Mr. Floete saying they did make 
another proposal subsequent to this. 

Mr. Fuoere. That is right. 

Mr. WaLLHavser. So we didn’t have but one bidder actually, did 
we! 

Mr. Berrzeu. Mr. Floete said that. We did not have but one bidder. 

Mr. Forte. The opportunity always existed for Bethlehem to come 
back and make a proposal then along the same line without Gov- 
ernment financing, and they did, on a very small scale, for a $4 or 
$414 million plant, with a premium price of $1.25. 

Mr. WatiHaAuser. That was my understanding. That is why I 
wanted to clear the record at this point. 

Mr. Brooxs. We have a letter here to that point from Bethlehem 
Steel to Mr. Fredell, of the GSA, signed by Mr. Slater, assistant to the 
vice president. I will put the whole letter in the record. 

(The letter is as follows :) 


BETHLEHEM STEEL Co., INC., 
Bethlehem, Pa., August 23, 1956. 
CLARENCE A. F'REDELL, 
Acting Chief, Expansion Branch, Materials Division, 
General Services Administration, 
Washington, D.C. 


DeaR Mr. FREDELL: Referring to my letter of July 18, 1956, to Mr. Edward 
K. Mills, Jr., in which I outlined a suggested basis on which we would be 
prepared to work with the GSA to provide additional nickel-cobalt capacity in 
Cuba, if the interest of GSA in increasing such capacity would appear to 
justify it : 

My letter of July 18 included a budget estimate of $75 million for the construc- 
tion of a Cuban nickel-cobalt plant, having an annual capacity of 30 million 
pounds of nickel and 3 million pounds of cobalt. Such budget estimate included 
all material, equipment, and construction costs, initial inventory of operating 
supplies and spare parts, and starting-up expense, and also included a provi- 
sional budget of $15 million to cover plan development, general and inflation 
contingencies. 

You have asked that we furnish you with comparable budget estimates for 
plants of larger annual capacity; one to have an annual nickel capacity of 50 
million pounds and the other to have an annual nickel capacity of 70 million 
pounds. 

: As I advised you in our phone conversation yesterday, such estimates are as 
ollows : 

The budget estimate for a plant having an annual capacity of 50 million 
pounds of nickel and 5 million pounds of cobalt is $107,500,000, including a 
provisional budget of $21,765,000 to cover plan development, general and inflation 
contingencies. 

The budget estimate for a plant having an annual capacity of 70 million 
pounds of nickel and 7 million pounds of cobalt is $137,500,000, including a provi- 
sional budget of $26,370,000 to cover plan development, general and inflation 
contingencies. 
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As I indicated in our telephone conversation, all of these estimates are bageq 
on unit material and equipment costs which were developed in detail in the 
summer of 1954 and we can, of course, bring them up to date if you shall indicate 
your interest in having us go forward with any one of the plants. I do not 
believe that the budget estimate for the selected plant would be substantially 
changed by putting it on a current basis, since any increase in the basic constrye. 
tion estimate would probably be substantially or completely offset by a reduction 
in the provisional budget for general and inflation contingencies. 

The financing plan outlined on pages 3, 4, and 5 of my letter of July 18 woulg 
it seems to me, be the soundest basis for a 30-million-, 50-million-, or 70-million. 
pound Cuban nickel expansion program and, whatever the size of the new nickel. 
cobalt plant, we would suggest that, to the date of full repayment of the 
investment in the new plant, the GSA should have an option and right (but no 
obligation or commitment) to call upon the plant to sell to the Government, at 
90 percent of market price, such nickel as the Government may desire to pur. 
chase for the stockpile in annual amounts not in excess of 50 percent of the 
plant’s annual nickel-producing capacity. 

I believe that a contract which gives the Government the right to call, at g 
discount, such nickel as it may over the next 10 to 12 years or longer find it 
advisable to stockpile on the basis of conditions in effect at the time the calls are 
made will, in the long run, be far more satisfactory to all concerned than a 
contract that would currently commit the Government to purchase substantial 
quantities of nickel at prices substantially above market for future delivery 
over a period extending well into 1965, even though conditions at the time of 
such future deliveries may be such that the Government may then have no rea) 
interest in buying and stockpiling nickel at any price. 

Very truly yours, 
A. J. SLATER, 
Assistant to Vice President. 
Mr. Brooks. It states: 


The financing plan outlined on pages 3, 4, and 5 of my letter of July 18 wonld, 
it seems to me, be the soundest basis for a 30-million-, 50-million-, or 70-million- 
pound Cuban nickel expansion program and, whatever the size of the new 
nickel-cobalt plant, we would suggest that, to the date of full repayment of the 
investment in the new plant, the GSA should have an option and right (but no 
obligation or commitment) to call upon the plant to sell to the Government, at 
90 percent of market price, such nickel as the Government may desire to pur- 
chase for the stockpile in annual amounts not in excess of 50 percent of the 
plant’s annual nickel producing capacity. 

I believe that a contract which gives the Government the right to call, ata 
discount, such nickel as it may over the next 10 to 12 years or longer find it 
advisable to stockpile on the basis of conditions in effect at the time the calls 
are made will, in the long run, be far more satisfactory to all concerned than 
a contract that would currently commit the Government to purchase substantial 
quantities of nickel at prices substantially above market for future delivery 
over a period extending well into 1965, even though conditions at the time of such 
future deliveries may be such that the Government may then have no real 
interest in buying and stockpiling nickel at any price. 

Very truly yours, 


SLATER. 

That was dated August 23, 1956. 

Now, Mr. Beitzel, do you recall your memorandum of February 27, 
1957, in which you recommended to Dr. Flemming that the Govern- 
ment could manage cancellation of three-fourths of its current nickel 
contract obligations if an effort was made in this direction? You 
might take a look at that. 

Mr. Berrzeu. This, sir, was a general statement about each of the 
various contracts. 

Mr. Brooxs. Was it by request or did you just bring it together 
because they were considering cancellation of some of these contracts? 

Mr. Berrzeu. We had been considering nickel. Nickel was probably 
the most important and most worrisome product on our whole list. 
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Mr. Watiuauser. Critical, would you say? Was it in critical 


upply ? eer") = 
, eee. Yes. There is no doubt about it being critical. As I 


say, it was receiving more attention probably from my office than any 
other one product. And this was a summary of the various nickel 
contracts, because it was difficult to keep them really straight in our 
thinking. And so we made this survey and considered the possible 
cancellation of certain nickel contracts. 

Mr. Brooks. Of three-fourths of them? 

Mr. Berrzex. Yes. 

Mr. Brooxs. Why don’t you read that paragraph? You might want 
to paraphrase it and state what your position was. 

Mr. Berrze. (reading) : 


It would appear that the Government could fairly easily manage cancellation 
of up to three-fourths of its current nickel contract obligations, if an effort 
were made in this direction in the near future. 


This was February 26, 1957. 

Mr Brooxs. Now, that was your feeling at the time? 

Mr. Berrze.. Yes. 

Mr. Brooxs. This is submitted. 

(The document referred to is as follows :) 

FEBRUARY 26, 1957. 
Production. 
Memorandum for Arthur 8S. Flemming, Director. 
Subject : Possible cancellation of nickel contracts. 

The following information and considerations with respect to each of the nickel 
contracts is from Government information as none of the companies have been 
approached as to their positions if a cancellation opportunity were offered 
them. Hanna is the only contractor with a cancellation clause in his contract 
and the only one who has approached GSA with a positive view to negotiating a 
mutually satisfactory cancellation. Each contract is summarized below with 
pertinent considerations affecting a possible cancellation. 

Hanna (DMP-49, 50, and 51, separate mining, refining, and sales contracts) .— 
Contracts for 95 to 125 million pounds of nickel in ferronickel running through 
June 1962; about 17 million pounds delivered to date; cancellation if process 
infeasible and Government pays off $5 to $6 million; Hanna can declare feasible 
and buy up contract on balance of nickel due, which currently would be close to 
$5 million; quarterly computed price based on costs has dropped from about 
$1.31 to about $1.05 over past 2 years. 

Hanna has approached GSA and a proposal is being worked out under which 
it would declare process feasible, certain set-aside profits accruing to the Gov- 
ernment would be offset against certain shared expenses, and thus in effect waive 
its potential profit, the company would assume certain future costs that might 
have been paid by the Government, etc., so as to reach a mutually satisfactory 
standoff agreement. The outlook for this is good although the legal and Comp- 
troller staffs in GSA are still holding to some reservations that may delay or 
prevent an early accord. Also, Hanna would like Commerce or ODM to solicit 
a statement from Inco that it would not cut the basic entitlements of any steel 
firms with which Hanna might make long-term contracts. This would not be 
done as long as the entitlement system continues as outlined in the Commerce 
report, but if such assurance is needed it would seem to be the job of Hanna or 
the steel companies to get it from Inco. 

Recommendation : Good possibility ; we should direct GSA to cancel. 

Falconbridge (DMP-60).—Premium price contract ($1.14) for 100 million 
pounds running through June 1962; company also receives tax concession from 
ene Government ; about 30 million pounds delivered to date; no cancellation 

use. 

About 6 months ago the company proposed that it be permited to divert to 
selected customers about half of its scheduled shipments over a 4-year period 
a8 4 means of obtaining loans from those customers to finance the development of 
deposits held in the Dominican Republic and Kenora, Ontario. This was not 
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granted, nor was a more recent proposal to divert all of their schedulea shi 
ments for 1 year. Presumably the company would be willing to cancel at this 
time. 

Recommendation : Direct GSA arrange cancellation if possible. 

Falconbridge (DM P-12205).—Contract for 50 million pounds running through 
1960; base price virtually at market plus 12 cents a pound to put against $6 
million advance from DPA funds; about half of contract has been met; no 
eancellation clause. 

Apparently the company has not proposed any long-term diversions in ¢op. 
nection with this contract but presumably it could also use this 5 to 6 million 
pounds annually for long-term contracts tied to the financing of the development 
of its reserves. 

Recommendation : Direct GSA arrange cancellation if possible. 

International Nickel (DMP-80).—Premium price contract (96 cents) for 129 
million pounds running 1958; 48 million pounds due, half in 1957 and half ip 
1958 ; about 20 million pounds a year of below market copper tied to the contract: 
no cancellation clause. 

No cancellation has ever been discussed or proposed in connection with this 
contract. In view of the 22-cent premium over Inco’s own market price the 
company would probably not want to cancel, especially as long as the Govern- 
ment continued to divert and the premium be attributed to the Government. 
On the other hand, the company would gain on the undermarket copper (about 
5 cents) tied to the contract which has about an extra year to run because of 
earlier diversions of that material. Reduced requirements probably would not 
affect the copper stockpile objective as much as it would the nickel objective 
so that the Government would be less anxious to sever this contract which is the 
most beneficial one we have for the procurement of copper. 

Recommendation: Continue with maximum diversions in view of associated 
copper. 

National Lead (DMP-89).—This contract was revised just last December on 
a leaseback basis for the first 5 years rent-free and if canceled would be ex- 
pensive in that the Government would charge off all the advances that have been 
made and on which there has been no return. The amount of nickel involved 
here probably would not exceed 1 million pounds a year and, hence, is not too 
significant in the program. Government advances over the next 6 years are 
limited to $750,000 for equipment, and there should be some return on prior 
advances. The Government has no option to cancel, but if the company cancels 
has an option to buy its residual iron concentrates so as to continue the plant 
under different management. 

Recommendation: No change. 

Freeport Sulphur (DMP-106) .—Freeport has an unexercised option under this 
research contract, but at a maximum of 75 cents, only 1 cent above the current 
market price. It does not appear likely that the option will be taken, as the firm 
is negotiating for a considerably more favorable contract under the expansion 
program. Option is good for about 3 more months. 

Recommendation: No change. 

Sherritt-Gordon (SCM-—461).—One of two market price stockpile contracts; for 
50 million pounds with 30 million due at 10 million annually through 1959; no 
cancellation clause. 

The company has rather consistently insisted on delivery to the stockpile if 
it could not divert at the best price obtainable. In December, it presented GSA 
with a legal brief purporting to show that the Government had acted in such a 
way as to set a new nickel price and the contract had thus been voided. The 
case seems weak and no action has been taken, but it is apparent that the com- 
pany would quickly accept a cancellation. 

Recommendation: Direct GSA to arrange cancellation. 

International Nickel (SCM-3423).—One of two market price stockpile con- 
tracts; for 54 million pounds with about 22 million due, 12 in 1957 and 10 in 
1958 ; no cancellation clause. 

The company can elect to divert under this contract and has chosen to do so 
from the beginning of the diversion program. Because of the election being 
with the firm, it has insisted that the diverted deliveries can be made up at the 
end of the contract; the company and GSA attorneys do not agree on this and 
any resolution in the company’s favor would constitute an additional “put” to 
the stockpile, possibly as much as 25 million pounds. The contracting officer feels 
that if the GSA attorneys firmly opposed the “put” feature that Inco would ac- 
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cept a cancellation at this time, otherwise the company may wish to continue 
diverting eurrently and use the “put” over the years 1959-62, which may be 
more difficult. marketing years. 

Recommendation : Direct GSA to arrange cancellation if possible. 


In summary : 
[Millions of pounds] 

















_— ; sia staal — 
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aiional Lead (DMP-39)----- 6-12 | 6-12 
Sherritt Gordon (SCM-461) -- - . ‘ ‘ 30 | 30 | 
INCO (SCM-3423) - _ 22 » 22 | 
Freeport (DMP-106).-- noeess (?) Mh bot 
MINS. nos d2o<ds-46- peer 301-307 a | 89-05 
1 Copper tied in. 


It would appear that the Government could fairly easily manage cancellations 
of up to three-fourth of its current nickel contract obligations if an effort were 
made in this direction in the near future. 

Geo. B. BEITzeL, Assistant Director. 

Mr. Berrzev. The pressure had gone off somewhat by that period. 

Mr. Brooxs. It wasn’t quite as critical ? 

Mr. Berrzev. It was still an item with which we were concerned, 
but it wasn’t nearly as critical and difficult as it had been some 4 or 5 
months prior to that time. 

Mr. Brooxs. And you felt then that we could have gotten off the 
hook on three-fourths of these contracts then without jeopardizing 
the Government’s nickel position ¢ 

Mr. Berrze.. I thought it was worthwhile making the endeavor to 
see. Remember, ODM does not do any negotiating so we had no direct 
relationship with any of these contractors as such, but I-felt it was 
worthwhile seeing if we could ease our position at that time. 

Mr. WALLHOUsER. May | ask a question ? 

Mr. Brooxs. Yes. 

Mr. Watiuavser. This statement of yours is interesting. Was this 
based on an accurate technical survey, or just. an opinion, or what ? 

Mr. Berrzeu. Well, you never can tell how oversold the market is 
onany product. Being oversold 2 percent looks like 50 percent when 
everybody wants merchandise of any product. Nickel is no excep- 
tion. And so you get an exaggerated idea as to how badly oversold 
the market may be. And you try to squeeze out the water, as every 
company will ask for more if a product is short. So it is our opinion 
that it wasn’t quite as bad as it seemed. Because once something is 
available, the demand often peters out very rapidly, and that was 
not a whole summary of all possible users, but rather an impression 
gained of our knowledge of the general market. 

Does that answer your question / 

Mr. Watiuavusrr. Yes, It was a personal impression, rather than 
a technical survey ? 

Mr. Berrzei. Not mine alone, but those in my organization. 

Mr. Brooxs. It was your professional opinion ? 

Mr. Berrzeu. It was my feeling, from my knowledge of industry. 
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Mr. Brooxs. And you had been concerned with these problems as q 
technical adviser for some years ? 

Mr. Berrze.. Going back to the war, when we had many cases Tike 
this. An oversold market is easily dissipated. It changes very 
rapidly. 

Mr. Brooxs. Were you also a member of the Borrowing Authority 
Review Board? 2 

Mr. Berrzeu. Yes. 

Mr. Brooxs. Was the Board consulted on the Freeport contragt 
that was signed ? 

Mr. Berrzeut. Before it was signed ? 

Mr. Brooks. Yes, sir. 

Mr. Berrzev. I would feel better if I looked at the minutes but ] 
don’t recall it being involved. 

Mr. Brooxs. Why don’t you read this paragraph into the record. 

Mr. Berrzen. This is dated May 23, 1957; “Cobalt-nickel.” 

This had todo with funds. Certain funds being transferred. 

Cobalt-nickel: The contract with Cuban American Nickel Co. mentioned 
above is the result of an agreement between ODM Director and GSA Admin. 
istrator. It was not presented to BARB for review. However, the ODM staff 
called the Board’s attention to the fact that the financial requirements as taken 
in the documents would need to be revised as a result of a letter received from 
GSA subsequent to the preparation of the staff study. 

This group is responsible for trying to satisfy the total amount of 
obligation which we might have under a contract. They are not 
basically concerned with preparing the contract but after it is pre- 
pared, somebody has to say, “Well our total now is’”—well, I think it is 
in here somewhere, in one of these—“so many hundreds of millions of 
dollars.” 


(The document referred to follows :) 





EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 


May 28, 1957. 
BORROWING AUTHORITY REVIEW BOARD 


SUMMARY OF MEETING NO. 38, MAY 22, 1957 


Members: V. E. Cooley, Chairman: G. B. Beitzel, member; T. R. Baldwin, 
alternate; J. E. Pilson, alternate: I. D. Harris, alternate. 

By invitation: D. E. Ferriss, ODM; N. C. Fick, ODM; W. G. Fritz, ODM; W.N. 
Lawrence, ODM; W. W. Schultz, ODM; S. S. Sheppard, ODM; J. Croston, GSA; 
V. Erickson, GSA; F. Gutchess, GSA; C. B. Larson, GSA; H. V. Llewellyn, GSA; 
F. G. Prince, GSA; W. P. Turpin, GSA; E. H. Weaver, GSA. 

Review Board Document 300-1—Proposed revision of financial requirements of 
certified DPA programs administered by GSA.—Action: The Board concurred in 
the ODM staff recommendations in Review Board Document 300-1, with the 
following adjustments: 

(1) Cobalt and nickel: Financial requirements to be adjusted according to 
data submitted by GSA after preparation of the Review Board document, on a 
cobalt-nickel contract to be negotiated with Cuban American Nickel Co. (sub- 
sidiary of Freeport Sulphur Co.). 

(a) Cobalt-nickel—The contract with Cuban American Nickel Co., mentioned 
above, is the result of an agreement between the ODM Director and the GSA 
Administrator. It was not presented to BARB for review. However, the 
ODM staff called the Board’s attention to the fact that the financial requirements 
as stated in the document would need to be revised as a result of a letter re- 
ceived from GSA subsequent to the preparation of the staff study. 

Pending the execution of a definitive contract with Cuban American Nickel 
Co., GSA has entered into a letter contract with Freeport Sulphur Co. for the ex- 
pansion of production of nickel and cobalt from a refinery to be constructed in 
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the United States and from other facilities to be constructed in Cuba. GSA 
has also entered into a purchase commitment for the production from the 


facilities. 

Mr. Brooxs. They made a suggestion to the ODM on what the 
borrowing authority was at that time / 

Mr. Berrze.. Yes. 

Mr. WatLuavser. Was it ususal or necessary that it be presented 
to BARB, for review ? . 

Mr. Brooks. I believe it would normally have been presented for 
consideration by BARB in the light of the certificates. 

Mr. Berrzet. As to the amount of money but not as to the contract. 
The total is added. Finally, in this particular case the total borrowing 
authority was $7,600,000. Keeping it straight as to the totals involved 
rather than working on the 

Mr. Brooxs. Does this figure show how much was for treasury 
interest on the borrowings, sir? I wonder if it ison there. 

They do pay interest to the Treasury on their borrowings? And 
GSA does, on its borrowings ? 

Mr. Fuorre. Yes, sir,a large amount. 

Mr. Brooxs. If they bought all this nickel, GSA would have to 
borrow the money; is that right, sir ? 

Mr. Berrzet. Yes. 

Mr. Frorre. It is included in the borrowing authority that was 
created by Congress, in the total amount of $2.1 billion, of which about 
three-fourths is alloted to GSA, to make these defense production 
contracts. 

Mr. Berrzei. They borrow the money. GSA would borrow. ODM 
does not have the material as such. 

Mr. Brooxs. Now I see here that the revision of certificates to pro- 
vide additional borrowing authority to GSA, for administrative and 
custodial expenses and U.S. Treasury interest is as follows. As of 
this date it was $88 million. That was an interest figure. U.S. 
Treasury interest. That would be very interesting, Mr. Floete, if 
you would give us an idea of what the cost in interest would be for 
themaximum purchases under this given contract—for the committee’s 
later consideration. It would be roughly that $248 million, where 
you would secure it and what the interest cost would be on it. 

(The information requested is as follows :) 
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Mr. Brooxs. Do you have any questions, Mr. Wallauser, of Mr. 
Beitzel ? : 

Mr. WautiHAvserR. As I understand it, you were a technical adviser? 

Mr. Berrzex. I don’t know what you mean by technical. 

Mr. WatLHaAuser. You were not there to advise on policy or mat- 
ters of decision by the Board? 

Mr. Berrzev. I don’t think I was, except as general business expe- 
rience would contribute. 

Mr. WALLUAUsER. You are more of a technical adviser? A man 
more familiar with—— 

Mr. Berrzev. I am more familiar with general business than I am 
with the running of ODM, if you mean that; yes. Is that what you 
mean 

Mr. WatiuAuser. Yes. Thankyou. He has been responsive. 

Mr. Brooxs. Mr. Beitzel, you have been more than kind to come 
down and join us and try to help us work out this problem. We 
appreciate your taking the time to do it. It is very generous of you, 
but you have had that kind of career. 

Mr. Berrzex. I am happy to have been with you. 

Mr. Brooxs. Mr. Wallhauser, I think in fairness to the people con- 
cerned, I should say we are hopeful to have Dr. Flemming at 11:30 in 
the morning rather than 1:30. We haven’t got a confirmation on that 
from his office. We anticipate he will be here at 11:30. At 10 o’clock 
we ought to start with Mr. Curtis. Bless your heart, you have sat 
there patiently all day and we appreciate having you here. We will 
start with you and then have Mr. Croston who has been more than 
kind, and Dr. Flemming at 11:30. 

Mr. Fioere. Mr. Chairman, Mr. Beitzel referred, in one of his 
memos there to the question of canceling out some of the contracts. 
We worked on that very, very hard. In fact, I took it to the Cabinet 
meeting in order that I would be sure I would have the right authori- 
zation to go ahead and I did get that authorization. 

We have worked constantly for 2 years now in doing what we can to 
reform these contracts. Not only nickel but any of the other contracts. 

Mr. Brooks. In line with our actual current needs on present 
projections. 

Mr. Fiorre. In full realization of the fact that the Government was 
not going to abrogate its contracts. Therefore we had to work at any 
angle we could. The total amount of the reduction of Government 
exposure up until this time is about $296 million and of that, over 
$48 million is in nickel contracts. I thought you might be interested 
in that fact. 

Mr. Brooxs. Yes; we are and I appreciate your giving that 
information. 

(The following letter was submitted by Mr. Floete in response to 
the chairman’s request :) 

GENERAL SERVICES ADMINIST RATION, 
Washington, D. C., May 12, 1959. 
Hon. Jack Brooks, 
Chairman, Government Activities Subcommittee, 
Committee on Government Operations, 
House of Representatives, Washington, D.C. 

DEAR Mr. CHAIRMAN : Pursuant to your telephone request of May 11, this is to 
inform you that there was no exchange of letters between the General Services 
Administration and Freeport Sulphur regarding possible reduction of annual 
capacity under contract DMP-134. 
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However, as I testified yesterday some efforts were made to this end to wit: 

I attended the DMB meeting on March 5, 1958, at which time I reported recent 
comments of Mr. Wingate of Inco and Mr. Fraser of Falconbridge relative to the 
general nickel supply situation and its effect upon the contract executed with 
Freeport in March 1957. At that time I asked the board if they objected to my 
discussing a possible reduction of the annual capacity with Mr. Williams, chair. 
man of the board of Freeport. The board had no objection, and I, that afternoon 
telephoned Mr. Williams. He stated that it was far too late to reduce quantity 
in any way since construction commitments had been made. He stated further 
that he was of the opinion that the present oversupply situation was due to three 
factors: (a) hoarding over the past 2 years by defense contractors, (b) reduced 
steel production, (c) starting of the Moa Bay and Moak Lake projects, 

Of these he said that he thought the last was by far the most important since 
he stated, the ODM policy of nickel diversion was largely based upon announce. 
ment that these two projects would go forward. He stated that he was sti} 
optimistic as to future market and that they hoped to be in production sometime 
in the summer or early fall of 1959. 

Although I asked him if he were sufficiently interested in my suggestion to 
come in and see me sometime, he stated that nothing would be gained thereby 
since he was in no position to even consider the suggestion. , 

Sincerely yours, 
FRANKLIN FLOETE, Administrator. 


Mr. Wa.uHaAuser. You are interested in canceling because you 
would like to have cancellation clauses in the contracts. : 

Mr. Fiorre. We don’t have cancellation clauses. We either appeal 
to the contractor to help the Government—and we did that fre- 
quently—or we try to find something to hang our hat on, and still not 
violate the Government’s obligation. And all of these things have 
been done with the complete cooperation of the companies involved. 

Mr. WatiuHavuser. Are you inclined to cancel them because of the 
fact there isn’t as much need for nickel, now ? 

Mr. Frorre. Well, yes, it has decreased and we have been trying to 
yet out of the obligation. 

Mr. Brooxs. Mr. Floete, we appreciate your adding that for the 
benefit of the committee. 

We will stand adjourned then until 10 a.m. in the morning. 

(Whereupon, at 5:95 p.m., the subcommittee adjourned, to reconvene 
at 10 a.m., Tuesday, May 12, 1959.) 
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NICKEL-COBALT CONTRACT OBLIGATIONS OF THE 
UNITED STATES GOVERNMENT 


(Moa Bay, Cuba, and Braithwaite, La.) 


TUESDAY, MAY 12, 1959 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT ACTIVITIES 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call of the chairman, at 10 a.m., 
in the George Washington Inn, Hon. Jack Brooks (chairman of the 
subcommittee) presiding. 

Mr. Brooxs. The subcommittee will get started and we will call it 
to order. We will proceed with the taking of testimony, Mr. Wall- 
hauser, since we have representation of the subcommittee here. 

I would like to first call Mr. Curtis. 


STATEMENT OF THOMAS CURTIS, FORMERLY ASSISTANT DIREC- 
TOR FOR MATERIALS, OFFICE OF DEFENSE MOBILIZATION, NOW 
WITH OFFICE OF INDUSTRIAL MOBILIZATION, DEPARTMENT OF 
COMMERCE 


You are presently, as I understand it, in the Department of Com- 
merce. You were formerly the Assistant Director for Materials in the 
ODM, now with the Office of Industrial Mobilization, Department of 
Commerce. 

Mr. Curtis. You have given me a promotion so far as ODM is 
concerned. I was Chief of the Ferroalloys and Iron and Steel Division 
in the Office of the Assistant Director for Materials, ODM. I am now 
the Assistant Director for Stockpiling and Raw Materials in the Office 
of Industrial Mobilization in the Business and Defense Services Ad- 
ministration of the Department of Commerce. 

Mr. Brooks. Where were you employed during 1955-1956? 

Mr. Curtis. I was employed in the Office of Defense Mobilization 
until October 15, 1956. 

Mr. Brooxs. In what capacity, sir? 

Mr. Curtis. As I have said, as the Chief of the Ferro-Alloys and 
Tron and Steel Division. 

Mr. Brooxs. We will submit your position as described for the 
record there. 
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(The material referred to is as follows:) 
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NATURE AND PURPOSE OF WORK 
A. INTRODUCTION 


1. This position is located in the Ferroalloys Division under the Assistant 
Director for Materials, Office of Defense Mobilization. 

2. The incumbent of this position serves as Chief of the Ferroalloys Division 
with responsibility for the formulation and recommendation of basic policies 
and programs on a governmentwide basis required to assure that an adequate 
defense position is achieved on all assigned materials. This includes determina- 
tion in what respects and to what extent our defense position on each material 
is adequate or inadequate; planning and negotiation with other Government 
agencies and private concerns respecting programs designed to overcome defi- 
ciencies; and recommendations as to where existing powers are not commen- 
surate with defense needs. 

B. DUTIES 


As Chief of the Ferroalloys Division, performs the following responsible duties: 

1. Plans, coordinates and directs the activities of a small staff of material 
analysts engaged in carrying out the following functions with respect to the 
materials assigned the division: (a) Conduct of supply requirement studies 
based on data relative to requirements, supply and actual and potential materials 
problems obtained from other Government agencies having responsibility or 
competence as respects the various materials, and from non-Government sources; 
(6) determination of the presence, absence and magnitude of supply deficiencies 
based on an analysis of the various Government and commercial factors affecting 
the development of each material’s preparedness program; (c) initial prepara- 
tion, with full documentary support, of comprehensive materials preparedness 
programs considering the least-cost combination of the following: scheduled 
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stockpile requisitions, scheduled expansion of supply, allocation or other use 
controls ; (d) formulation and recommendation to the Interdepartmental Mate- 
ri js Advisory Committee of programs and supporting subprograms for review 
ond advice and to the Assistant Director for Materials for review and approval ; 
(e) initial preparation of orders and directives covering execution of approved 
programs to the responsible operating agencies including scheduled procurement, 
financial plan, and appropriate policy and procedural guidelines ; and (f) con- 
tinuing review of operations for consistency with ODM and Assistant Director 
for Materials’ approved programs and policies. Materials programs which may 
now be employed include stockpiling; Government aid to expansion through 
rapid tax amortization, Government purchase contracts, Government loans and 
loan guarantees, Government aid to exploration, and other types of Government 
assistance ; Government control programs; and various programs authorized by 
special acts of Congress. ar ; ; a 7 

9, Coordinates the activities of the individual staff members in such a way 
as to assure a correlated and integrated ferroalloys program; advises staff mem- 
bers on unusual problems arising in regard to the development, adjustment and 
management of the supply of assigned materials; and reviews major policies, 
program plans, and operating directives deveioped by staff for compliance with 
basic ODM and materials objectives and policies. (See listing.) 

8 Acts as a consultant and adviser to the Assistant Director for Materials and 
participates with him and the officials of other agencies in the solution of special 
problems or in determining basic objectives and policies in the ferroalloys area. 
As required, represents the Assistant Director for Materials when division 
programs are under consideration, 

4. Coordinates division’s activities with other ODM operations such as the 
Assistant Director for Production Requirements and Programs regarding supply 
balances; the Assistant Director for Manpower relative to manpower require- 
ments and policies; the Assistant Director for Financial Policy on proposed 
financial plans for expansion programs; and officials of the Department of 
Justice (through the General Counsel) regarding the application of the anti- 
trust provisions of section 7T08(e) of the Defense Production Act. 

5. Performs related technical and administrative duties required for the effi- 
cient and effective execution of division responsibilities such as designating staff 
members to serve on commodity advisory committees, determining the need for 
and securing expert advice from industrial consultants or technologists on coim- 
plex problems, preparing performance evaluation ratings on staff members, etc. 


C. SCOPE AND EFFECT OF WORK 


The analyses and authoritative program recommendations made by this Divi- 
sion furnish the primary and sometimes sole basis on which the ODM deter- 
mines essentiality, control, expansion and stockpile policy in the areas of 
ferroalloys. This Division also provides basic and authoritative information 
used by interagency groups and Members of Congress in planning, developing 
and carrying out policies and solving problems with respect to nationwide 
and foreign policy matters and other national defense activities. 

Supervision and guidance received—Works under the general administrative 
and policy direction of the Assistant Director for Materials and his Deputy. 
Policies and programs formulated by incumbent are accepted as technically 
authoritative. However, due to their effect on other agencies, industry, and 
national security, basic policies and programs are subject to review and approval 
by higher authority within O10M and in respect to ferroalloys frequently require 
concurrence of other department heads. 

Guidelines consist of broad policies and objectives of ODM, materials policies, 
and objectives established by the Assistant Director, and procedural guides and 
related criteria developed by the program coordination staff. 

Vental demends.—The incumbent must have a thorough and comprehensive 
knowledge of sources of production, industrial organization and practices, and 
the characteristics of materials within the Division area. He must have superior 
ability to plan. direct, and coordinate all activities of the Division in con- 
formity with agency objectives and policies: superior ability to recognize in 
complex situations the significant developments and the responsible factors, to 
correlate and interpret their implications: exceptional ability to serve as adviser, 
consultant, or top administrative authority in his area to interagency commit- 
fees, and representatives of business 2nd industrial organizations. The ability 
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to exercise sound judgment under extremely varied circumstances 
to complex and changing situations is essential. Originality and initiatiy 
also requisite to the planning and guidance of Division activities. 

Personal work contacts.—Initiating and maintaining frequent work contacts 
with other Government agencies with business and industry is an important 
part of the incumbent’s work and is essential to the satisfactory Meeting of 
Division responsibilities. 

1. List of Materials Assigned Ferro-Alloys Division: 

Stockpile materials: 
Group I: 
Chromite, chemical grade. 
Chromite, metallurgical grade. 
Chromite, refractory grade. 
Cobalt. 
Columbite. 
Manganese, battery grade. 
Group II: 
Rutile. 
Zirconium ore—baddeleyite. 
Zirconium ore—zircon. 
Nonstockpile materials : 
Boron. 
Misch metals. 
Rare-earth metals. 
Silicon. 
Thorium. 
Titanium minerals. 

2. Recommendations, decisions, and directives made by incumbent or staff 
member may cover any or all of the following as appropriate: 

(a) Expansion goals. 

(b) Government loans. 

(c) Purchase or commitment to purchase metals, minerals, food, plant fibers 
and other materials. 

(d) Programs for developing and mining critical and strategic minerals and 
metals. 

(e) Programs for the exploration of critical and strategic minerals and metals. 

(f) Programs for additional facilities or improvements in plants owned by 
the U.S. Government, or for installing Government-owned equipment in private 
plants. 

(7) Subsidy payments on domestically produced materials. 

(h) Transfer to the national stockpile of metals, minerals, and materials 
acquired under Section 303 of the Defense Production Act. 

(i) Designation of minerals to be exempted from the excess-profits tax. 

(j) Functions of the Director of Defense Mobilization under the Stockpile 
Act, ineluding determination that certain surplus materials need not be trans- 
ferred to the stockpile. 

(k) Priority directives in materials areas relative to stockpile procurement. 

(1) Transfer to the stockpile of materials acquired in exchange for agricul- 
tural commodities. 

(mv) Determination whether a material is strategic and critical and hence 
acceptable in lieu of cost as payment under certain contracts. 

(n) Policies and procedures of agencies charged with maintaining pkants in 
such condition that they can quickly reach their maximum output in the event 
of war. 


and in regard 
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Mr. Brooks. Was it part of your duties in 1956 to work on ex- 
pansion goals for various metals including nickel ? 

Mr. Curtis. Yes. 

Mr. Brooks. Did you make a study on the expansion goals for 
nickel during the 1955-56 period ? 

Mr. Curtis. Yes. 

Mr. Brooks. What were your recommendations at that time’ 

Mr. Curtis. My recommendations were to my superiors that we 
increase the expansion goal from 380 million pounds per year to #0 
million pounds per year. 
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Mr. Brooks. On what basis did you reach this conclusion, sir? 

Mr. Curtis. Well, sir, I imagine—I will have to give a little speech 
at this point, I imagine, on the background of the situation, and the 
yarious factors which we took into account. 

The situation on nickel had been desperate back in 1950, at the 
beginning of the Korean war. At that time the stockpile objective 
was far from filled. In fact, the amount in the stockpile was a very 
small percentage of the amount that we believed necessary to fight 
the assumed type of war. 

At the time of Korea the nickel required for the defense activities 
was so substantial that there was very little left for the normal civil- 
ian usage. In fact, they had to have an allocation system which had 
to virtually starve industry. 

There was also practically nothing left over to alleviate the serious 
stockpile situation. At the same time, sir, you will remember that 
we were much concerned that a certain foreign country might have 
joined in the Korean war and resulted in a big war. 

Nickel, you know, has a vital part in the matter of defense. More 
than half—well, I just say a very substantial portion—would be 
required for an antiaircraft program that would be involved in a 
large-scale war. As a matter of fact, most of the nickel that would 
be available would be involved in various uses such as armor plate, 
armor-piercing shells, stainless steel of various kinds, as well as the 
aircraft program. 

It was a very serious situation, and all of us were much concerned. 
At that time the Defense Production Act was passed, which enabled 
us to take steps to expand the supply. Even there we were much 
concerned because the nickel ores were rather limited in number all 
over the world. Furthermore, it took a considerable leadtime to 
build up nickel plants, 2 or 3 years before you could get nickel pro- 
duction going. Under the Defense Production Act a number of 
contracts were gone into after negotiations. 

You will recall mention yesterday, I think, of transactions with 
Falconbridge, at premium prices—high premium prices. I think 
it was about 6624 percent premium. We had a premium contract 
with the International Nickel Co. We had a high-cost contract with 
the Hanna Smelting Co., and at the same time, of course, we had 
started up the rehabilitation of Nicaro. 

I think, Mr. Chairman, it is perhaps useful to build up a back- 
ground leading up to 1955-56. So if you will permit me to take the 
time I will carry on. 

Mr. Brooks. All right. 

Mr. Curtis. After the Korean war was over, in 1954, industry 
urgently recommended that we take controls off nickel. Mr. Flem- 
ming, who made the final decision, went along, but it was on the basis 
that all nickel being produced under Government contracts would go 
into the stockpile inventories, and that industry would have to do 
the best they could with the normal supply that was coming in. 

I would say the normal supply at that time would range perhaps 
from 180 million to 280 million per year. It was recognized, however, 
there would probably be a shortage for industry, but it was believed 
that industry could take care of the distribution of nickel more 
effectively than the Government could. 
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In 1954 the situation was somewhat more favorable than it migh 
be, because then there was a slight business depression, you may regal 
The steel production went down to about 88 million tons per roy 
So that the situation was not too bad at that time. y 

In 1955, however, business began to speed up, and steel production 
which is the largest consumer of nickel, went up to record heights of 
118 million tons per year. At the same time the defense take fo, 
current defense usage also went up, so that the demand became mop 
and more severe. And this is rather well shown by the so-called 
gray-market prices for nickel. In some cases they ran from $8 to 
$3.50 to $4 a pound. 

Mr. Brooxs. What year was this? 

Mr. Curtis. This was in 1955, at a time when the regular nickel 
price was about 60 cents a pound. 

Under considerable pressure, [ should say, and also because in 1954 
and 1955 we were able to put in the stockpile considerable amounts 
of nickel, Mr. Flemming started the practice of beginning to diver 
some of the nickel that was scheduled for shipment to the Government 
to ease the very serious situation insofar as industry was concerned. 
These diversions started modestly, about a million pounds per month, 
and they went up through the period 1956-57. That helped the 
situation to some extent. 

But it also simultaneously slowed down the rate at which nickel 
could be taken into the stockpile. In 1955, late 1955, Dr. Flemming 
asked Dr. John Townsend to review the nickel situation as a whole 
from the point of view of was the Government doing everything it 
should or was it doing everything it could to solve the nickel situation, 

Dr. Townsend submitted a report, I think in the first month or 
maybe it was February of 1956, in which he analyzed the situation 
as a whole. He pointed out the importance of providing industry 
with adequate amounts of nickel because only in that manner could 
research and development in the use of nickel for war purposes and 
other purposes be developed to a maximum. 

Nickel is a very versatile metal, and it has many uses which would 
not normally be taken up under periods of great shortage. He urged 
also that sources other than Canada be developed because, as you 
know, the International Nickel Co., prior to the Government getting 
into the business, provided us with about 90 percent of our supply 
of nickel. They had one refinery in Port Colborne, I think it was, 
and just one source for our nickel, which again compounded the 
seriousness of the situation. 

He urged, therefore, that more steps be taken to develop other 
sources, and he recommended strongly that Cuba be the place, because 
there you had reserves almost unlimited relative to the rest ofthe 
world. We had Nicaro there, but a second string to our bow would be 
looking to the future for an adequate supply of nickel and also creat- 
ing a diversification of sources of supply. 

At the same time, about that time, it was noticed that the take of 
nickel for defense purposes was continuing to rise above expectations. 
Where as the Department of Defense would give us an estimate of the 
amount of nickel they would need for the coming year, it turned ont 
that the actual take of nickel was substantially above what they had 

thought was required for defense purposes. 
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That was also a matter of concern, because it challenged or, shall I 
gy, it made us worry about the adequacy of the estimate of nickel 
for mobilization purposes, which had been prepared by the Depart- 
ment of Defense. : ase 

[ should have noted that back in 1952 the stockpile objective had 

heen increased substantially, again, but in 1954 it had been reduced 
somewhat. je 
" Of course these figures are classified. I cannot give you the exact 
story, except in a closed session. 
' Following the Townsend report, Mr. Flemming wanted us to reex- 
amine the expansion-goal situation. He asked the Department of the 
Interior to review the situation, with the consent of the Department of 
Defense. 

ODM, shall I say, and Defense, together, decided that the advance 
of increased usage of nickel over the estimate of nickel required for 
the current defense work justified an increase in the estimate of 
mobilization requirements for nickel. This new estimate of mobiliza- 
tion required for nickel was given to Interior. Interior developed an 
estimate of the supply that would be available in time of mobilization, 
and came up with a recommendation, or, shall I say, a paper, which 
indicated that the stockpile objective would probably have to be in- 
creased by a substantial percent. 

However, the Department of the Interior did not recommend an 
increase in the goal because they had in mind a new policy which ap- 
peared to be developing which looked toward an assumed war period of 
§ years, instead of 5 years. And it was pointed out by the Department 
of the Interior that a stockpile objective for a 3-year war would prob- 
ably be fairly closely achieved before any new supply could be 
developed. 

Again, I pointed out that the leadtime of 2 to 3 or 4 years is normally 
required for the development of new sources of supply of nickel. ; 

Mr. Flemming then asked us to review the situation again—this is 
the staff, now, in ODM, following this Department of the Interior 
analysis—and we developed some statistics which would show that the 
stockpile objective indicated by the new requirements could not be 
achieved for many years unless there was further expansion of the 
supply. 

We also, in the paper which we submitted, which is a classified paper, 
so I cannot go into detail, gave some estimate of the possible sources 
from which this additional supply can be arrived at, and we discussed 
at that time both the International Nickel supply—the new Interna- 
tional Nickel Co. development up in Moak Lake, which had not yet 
been determined, and on which they had not done much work—and 
also the Freeport situation as well as the Bethlehem Steel situation. 

It appeared from our analysis we could achieve our stockpile goal 
by acombination of International Nickel Co. and Bethlehem Steel, or 
International Co. and Freeport, or Freeport and Bethlehem Steel. In 
other words, two out of those three major things could do the job 
for us, and if two out of those three were accomplished we would be 
able to achieve our expansion goal, and we would be able to reach our 
stockpile objective within fairly reasonable time. 

Mr. Brooxs. Now, Mr. Curtis, that was basically the reason that you 
reached the conclusion that you should raise the goal from 380 to 
440,000 tons of production a year ? 
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Mr. Curtis. Million pounds; yes. 

Mr. Brooks. It isa nice dissertation on that question. 

Mr. Curtis. Yes. 

Mr. Brooxs. And I might say this document, I understand, is no 
longer classifie od, and has been unclassified by authori ity of the 8 
tary, February 7, 1958, having previously been confidential. 

Mr. Curtis. Which document is that now, Mr. Chairman ? 

Mr. Brooks. The report that you prepared. 

Mr. Curtis. On May 2? 

Mr. Brooxs. No; itis November 2. 

Mr. Curtis. That is another one. 

Mr. Brooks. You are not referring to this one / 

Mr. Curtis. No, sir. 

Mr. Brooks. Though it had some of the same material you are 
analyzing in this report ? 

Mr. Curtis. Probably it referred back : yes, sir. 

Mr. Brooxs. You are aware, then, of the Inco e xpansion program} 

Mr. Curtis. I should make it clear, Mr. Chairman, at the time we 
wrote this paper, and made this an: lysis, which was May 2, we were 
aware the International Nickel Co. had been exploring in this region 
for more than a year, and was pretty we ‘Il advanced. As a matter of 
fact, I think Mr. Floete said it was so far advanced that we were 
hopeful that it was almost a foregone conclusion they would develop 
it. Because, as time went by, we bec ame more and more convinced— 

Mr. Brooks. And that we would receive the benefit of that produe- 
tion without having to subsidize them under incentive programs? 

Mr. Curtis. That is right. 

Mr. Brooks. Would the Inco program, as projected, be sufficient 
to meet your increased goal 4 

Mr. Curtis. No sir. I might go back a little bit in there. 

Mr. Brooks. Concisely go back. We do not want to go back too 
far. 

Mr. Curtis. No, this is just a moment. 

Mr. Brooks. Not beyond 1920, or something like that. 

Mr. Curtis. Sometimes my wife tells me I talk too much. 
However—— 

Mr. Brooxs. I am sure she is a lovely woman, and charitable. 

Mr. Curtis. The amount of nickel available in 1956 was esti- 
mated to be about 300 million pounds. We, however, were counting 
on an increase in that normal supply, up to about 340 million pounds, 
in a couple of years’ time, because of the increased output that was 
to come from the Nicaro Government project, as well as increased 
output from— 

Mr. Brooxs. Fifty-four million from the Nicaro? 

Mr. Curtis. Yes. We were counting on 50 million at that time. 
So that we were expecting, regardless of any efforts under any new 
expansion program, that ‘the supply available to the United States 
would amount to about 340 million pounds. That would mean we 
would need 100 million pounds of additional supply from new sources. 

Now, you take the amount perhaps to be obtained from the Inter- 
national Nickel Co. Generally, they provide us with about two-thirds 
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oftheir supply. If they expand their Moak Lake by 75 million pounds, 
and their Sudbury by another—actu: ally, it is about 60 million pounds, 
but they are c ‘losing down their premium-price operation, so it would 
he a net increase of about 105 million pounds—we might very well 
get, 65 million pounds from the International Nickel Co., and it was, 
of course, their policy y todoso. We would count on that. That would 
mean we would need another 50 million pounds to be on the safe side. 

Mr. Brooks. You assumed you had 340. You wanted to go to 440. 

Mr. Curtis. We needed 100 million pounds. Another 50 million 
to be on the safe side. We would get 100 million additional to achieve 

goal. 
"i Brooks. So you did need some additional, you thought? 

Mr. Curtis. Indeed we did. 

Mr. Brooks. And knowing the advisability of diversifying the 
source of supply, is it not true a projection of supply versus demand 
indicated there would be enough nickel in supply to meet the demand 
hefore new facilities could reach the production stage? 

Mr. Curtis. No, sir. 

Mr. Brooxs. You don’t agree ? 

Mr. Curtis. I am not sure I got your a 

Mr. Brooxs. The question is, and I will just read it back again, 
you might just look at this chart, and it makes it clear what we are 
irying to point out to you. 

Ignoring the desir: ability of diversifying the sources of supply, 
what I am asking you is it not true a projection of the supply versus 
the demand would have indicated there would be quite enough nickel 
in supply to meet that dem: and be ‘fore new fac ilities could have been 
at the production stage—that is, while there was still a gap between 
the supply and dem: and, by the time you had new productive facilities 
your supply would already have risen and separated further from 
your demand. 

Mr. Curtis. I see. 

Mr. Brooxs. The gap would have begun to widen and would have 
widened substantially. 

Mr. Curtis. I would not agree, because your demand for the stock- 
pile is not taken into account in that particular chart, I would imagine. 

Mr. Brooxs. That is correct. 

Mr. Curtis. So the whole Defense Production Act business is 
justified by defense. 

We were looking for enough nickel to fill our stockpile, not in 20 
years, or 70 years, as it was at one time, but in 4 or 5 years. And to 
do that it was necessary to have this supply, and therefore it would not 
beavailable for the normal industrial use. 

Mr. Brooxs. I want to submit this chart at this point in the record, 
but I will give it to you later. It is from “Revi lew of Nickel in United 
States, Depar tment of Commerce, 1946 to 1956,” released in December 
1955. 
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Mr. Brooks. Now, Mr. Curtis, we have some material here, fur- 
nished to the committee—an annual report from International N ickel. 
On pages 9 and 10 and 12 there is some information on their capacity, 
which indicates that they would have a substantial increase, which 
youstated you are aware of, * ones : 
“1 do not believe this increase is indicated to be more than the LO5 
million pounds that you have acknowledged that you were perfectly 
aware of, from an increase of 75 million, at their new production, and 
an increase Of roughly 30 million from increased production at the 
Sudbury operation. 

Mr. Curtis. A net increase at Sudbury. 

Mr. Brooxs. A net increase. = 

And that is what this reflects. I think that that, Mrs. Weis, is al- 
ready reflected by the testimony, so there is no need to put this state- 
ment in, I don’t think. ; 

Now, I would like to ask you if you feel there is a shortage of 
nickel today / 

Mr. Curtis. The answer is, sir, as far as my knowledge goes, there 
isno shortage of nickel today. 

Mr. Brooxs. And, of course, we are not betting money on your 
prediction. We are asking your best view. 

Mr. Curtis. My best view is there is no shortage of nickel today. 

Mr. Brooks. Are we continuing to stockpile ? 

Mr. Curtis. We are continuing to get nickel from these expansion 
contracts, many of which run through 1960, 1961, and 1962. 

You can get the details from GSA on that. The material will come 
in mostly, if not entirely, to the Defense Production Act inventory. 
[ believe nothing is going into the stockpile inventory at this time, or 
there may be one tail end of a contract which is still shipping to the 
stockpile. But there is very little left. 

Mr. Brooxs. And the rest of it is going— 

Mr. Curtis. Excuse me, the U.S. Government permitted the diver- 
sion of all nickel coming to it in 1957, beginning in 1957. They had 
an increasing sliding scale of diversion. By 1957 it was agreed that 
all nickel coming into the Government would be diverted. This was 
all taken up. However, the slowdown in the economic activity, be- 
giming in mid-1957, resulted in the diversions not being taken—not 
all the diversions were accepted. You must remember that these 
diversions were premium priced. The people had to pay more than 
the market price to take the diversions. But still the shortage was 
such that they took all the diversions until about the third quarter of 
17. Then some of the premium was not taken by industry, and 
more and more. And then, finally, I believe at this time, the only 
Goverment nickel that is being used is some that is being sold out of 
the Nicaro project, which is, of course, a market-price nickel. 

Mr. Brooxs. So now the Government is taking the nickel for the 
stockpile ? 

Mr. Curris. All of the premium price and much of the market 
price, 

Mr. Brooks. If this is so, Mr. Curtis, is it not because of the con- 
tracts entered into during the 1953-56 period ? 

_ Mr. Curris. I would say primarily, Mr. Chairman. The most 
mportant point is the reduction in the stockpile objective, a very 
substantial reduction, which required no more take from the stockpile. 
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Mr. Brooks. A recent reduction. 


Mr. Curtis. This reduction took place on June 30, 1958, It was 
based on the reduction of a concept of a 5- year war to a 3-year war. 

Secondly, there was the 1958 relaxation in economic ac tivity. That 

@ 


im combination 
Mr. Brooxs. Lessened the pressure on the industrial use of nije kel? 
Mr. Curtis. That is right. 

Mr. Brooxs. Do you recall what that decrease was? 

Mr. Curtis. Yes. 

Mr. Brooks. Is that 

Mr. Curtis. That is classified. 

Mr. Brooks. That is classified ? 

Mr. Curtis. Yes. 

Mr. Brooks. It was substantial. 

Mr. Curtis. A very substantial decrease. 

Mr. Brooxs. I would like to eall your attention to this C ommerce 
Department publication which was released Februar y 11, 1959. Tt 
addresses itself to the nickel situation. I wondered if you had been 
familiar with it. It is just a memo right here. Take a peep at that, 
It is called the Nickel Industry Outlook for 1959 and Review of 1958. 

Mr. Curtis. Yes, sir: I have seen it. 

Mr. Brooks. I was interested in the possibility of your looking over 
page 5, and thus putting it in the record. 

Mr. Curtis. Yes; I have page 5. 

Mr. Brooks. Would you read that, or I will read it and we will put 
it in the record. 

(The document referred to follows :) 


NICKEL INDUSTRY OUTLOOK FOR 1959 AND REVIEW or 1958 
SUMMARY 


The low level of industrial production in 1858 was reflected in a considerably 
reduced demand for nickel, the Business and Defense Services Administration, 
U.S. Department of Commerce, reported today. However, a fairly marked 
change upward in fourth-quarter nickel consumption was related to the general 
improvement in business. Consumer and producer nickel inventories were re- 
duced to minimum working levels. 

A substantial improvement in both nickel consumption and nickel deliveries 
should occur in 1959. This is predicated on improved business conditions in 
most industries and particularly on high production rates in the automotive and 
steel industries, assuming no protracted strike in the steel industry. Nickel de 
liveries should also improve because of low consumer inventories of both pri- 
mary nickel and semifabricated nickel-bearing products. 

Finally, the assurance of ample present and future supplies of nickel should 
encourage the reestablishment of old uses and increases in new uses. 


TRENDS IN 1958 


Actual consumption of nickel as reported to the Bureau of Mines in 1958 is 
a better measure of demand than are purchases from nickel producers for that 
year because of large use from consumer inventories accumulated prior to Jan- 
uary 1958. In line with the overall trend toward liquidation of inventories gen- 
erally, consumers of nickel have reduced purchases to a bare minimum while 
using up their large inplant stocks, particularly during the first three quarters. 

No valid estimate of any short-term future nickel situation may be made with- 
out a long, hard look at overall inventories in the hands of consumers, pro- 
ducers, and the Government. 

(a) Consumer inventories.—Figures provided by the Bureau of Mines* for 
the first 9 months of 1958 indicate that consumer inventories of nickel have de- 


1 Mineral Industry Surveys, Bureau of Mines, “Nickel Reports Nos. 85 and 90.” 
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eased at an average rate of more than 21% million pounds per month during this 
period The overall inventory level as of September 30, 1958, was about 23 mil- 


jion pounds. It is believed that consumer inventories in most cases have reached 
the minimum level for efficient plant operation. Indicated rates of increased 
purchases and consumption of nickel in the fourth quarter support this belief. 

(b) Producer inventories.—Despite production cutbacks, inventories in the 
nands of private nickel producers were, prior to the start of a strike at the 
Canadian mines of the International Nickel Co., probably at or near an alltime 
high. While exact figures are not known, it is estimated that producer inven- 
tories were in excess of 50 million pounds. Tiowever, much of this inventory was 
liquidated during the strike, which was of about 13 weeks duration. It is likely 
that the overall accumulation of inventory by the other private producers is not 
substantial because they are currently shipping much or all of their production, 
previously sold to nay etd. to the U.S. Government under outstanding stockpile 
ar Defense Production Act contracts. 
ae Government inventories.—The Office of Defense Mobilization during 1957, 
pecause of the shortage existent at that time, authorized the release to industry 
of all nickel scheduled for shipment to Government, including the production 
from the Government-owned plant at Nicaro, Cuba, during the third and fourth 
quarters of that year and all of 1958. Since January 1, 1958, none of the nickel 
authorized for diversion, except a portion of that from Nicaro production, has 
heen purchased by industry. The Government has accumulated reserves of mar- 
ket- and premium-price nickel, available for purchase by industry, which by the 
end of 1958 totaled in excess of 100 million pounds in the DPA inventory.” 

Because of the combined effects of the recession and cutbacks in defense re- 
quirements, nickel consumption dropped from a maximum level of 26 million 
pounds per month in May 1957 to less than half that amount, 8 million pounds 
inJ month (July 1958). The average consumption level dropped from approxi- 
mately 21 million pounds per month for the (peak) year 1956 to approximately 
12,200,000 pounds per month for the first 9 months of 1958. However, indica- 
tions are that the consumption rate increased appreciably in the fourth quarter. 

Consumption of nickel for the production of stainless and alloy steels dropped 
to a lesser extent than in such fields as nonferrous metal production and 
plating. There are definite indications of a higher level of nickel consumption 
in all areas of usage in the fourth quarter of 1958, accompanying the general 
increase in industrial production during that period. 

Requirements, as estimated by the defense agencies, showed a downward trend 
during 1958. Reported rate of consumption, in the production of military prod- 
ucts, based on nickel purchases with ratings, is recognized to be abnormally 
low. This consumption indicator omits consumption from inventory, not only 
of primary nickel, but of materials and components containing nickel which 
had been in the hands of defense contractors, particularly at the subcontractor 
level. 

Reflecting the considerable decrease in nickel demand, as well as inventory 
accumulations as reported above, the major nickel producer (International 
Nickel Co.) made an initial reduction of its production in Sudbury in March 
19%8. This was followed by two subsequent decreases, resulting in a total de- 
crease in their production of approximately 35 percent. Production by that 
company was totally suspended September 24 when their miners went on strike. 
The strike was officially settled in la 

In the first two quarters of 1958 the Government had operated its plant at 

Nicaro, Cuba, at a capacity of about 47 million pounds per year, unsold nickel 
being retained in Government inventory for future sale. Production at this 
plant beginning in July was reduced by about 30 percent and at one time was 
totally shut down due to military activities in that country. During the last 
6 months an overall rate of 60 percent of capacity was produced. 
_No production cuts were announced by Falconbridge Nickel Mines, Ltd., 
Sherritt Gordon Mines, Ltd., or the M. A. Hanna Co. at Riddle, Oreg. All these, 
however, have contracts covering a large part of their production with the U.S. 
Government, at least throngh 1959 and in some cases running to 1962. There 
have been no announcements of cutbacks in French production from New 
Caledonia deposits. However, a Tokyo report states that Japanese production 
from these ores has been curtailed. In any case, little nickel from this source 
étver reached the U.S. market except during conditions of short supply and 
high prices. 


te December. 





*This should not be confused with the national stockpile inventory, which is a classified 


figure, 
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THE 1959 OUTLOOK 


A number of factors will directly affect nickel consumption in 1959. 

The steel industry, manufacturing as it does stainless and alloy stee 
by far the largest consumer of nickel. The auto industry also is a major cop 
sumer of nickel for plating as well as a large user of nickel-bearing alloy and 
Stainless steels. The outlook for a continued increasing level of production 
in both of these industries augurs an appreciably increased consumption of 
nickel. 

The general level of business will also determine to a large degree the 
amount of nickel required by industry. This should be considerably better than 
in 1958. 

Defense requirements have decreased considerably, largely because of a cut- 
back in the plane program, but purchases of nickel for defense during 1959 
should not differ materially from 1958. 

Production of nickel will likely not be at capacity levels because that amount 
of nickel will not be required in 1959. However, expansion projects by industry 
are being carried out on schedule, which will provide increased nickel supplies 
in 1959, 1960, and 1961. 

The following tables show free-world production capacity through 1961, Ug 
availability during the same period, and the estimated consumption of nicke 
for 1958 and 1959. 


ls, ig 


TABLE I.—Free-world production capacity of nickel? 


[In thousands of pounds] 


1958 1959 1960 1961 

The International Nickel Co., Ine 315, 000 315, 000 330, 000 385, 000 
Nicaro Nickel Co 54, 000 54, 000 54, 000 54, 000 
Falconbridge Nickel Mines, Ltd 55, 000 55, 000 55, 000 55, 000 
Sherritt Gordon Mines, Ltd__-- 27. 600 27, 600 27, 600 7.60 
M. A. Hanna Co... : 20,000 | 20,000 | 20,000 | 20,09 
French and Japanese (New Caledonia) 60, 000 68, 000 78, 000 | 5, 000 
Freeport Nickel Co ; 210,000 | 50,000} 50,000 

Total . 1 531,600 | 549,600 | 614,600 | 676,60 





1 Joint estimates, Department of Interior, Bureau of Mines, and BDSA 
2 Estimate provided by the Freeport Nickel Co. (formerly Cuban-American Nickel Co.). 


TABLE II.—Probable U.S. share of free-world capacity * 


Thousands 
of pounds 
| SE scaaciieteneia iced sseieesiithiainabasaliaastriamanait-asan eka * 346, 000 
a a td ee 
a ea cre le in isa ce eateetaigee eeae 427, 000 


1 Historically, United States has received about 65 percent of free-world production, 
2In addition there will be available in 1959 more than 100,000,000 pounds carried over 
from 1958 in DPA inventory. 


Tas_e III.—Consumption of nickel in the United States 


Thousands 
of pounds 
nO66*.. 2... SE ee We ete L ohiteteces : _...-. 255,00 
a Pace 1 kbs 9 ris ok eh ee a hn ho Se 246, 000 
een mI 92S) into Bed a Se es Oh Ts cea sinslan exc ithcade aa gaan 
SG Contes ss ihe SU ues cece OO 


1 Bureau of Mines determinations. 
2 Provided no extended strike occurs in steel or other basic industries. 


Mr. Curtis. Do you want me to read the figures, sir? 
Mr. Brooxs. Yes. I wanted to submit it for the record, and I 
yanted it in at this point. It is an analysis table of the free-world 
productive capacity. I wonder if you would analyze it for us briefly. 
That, and the probable U.S. share from these figures, and the con- 
sumption at the bottom. 
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Mr. Curtis. Yes, sir. This exhibit gives an estimate of world pro- 
duction of nickel in 1958, 1959, 1960, and 1961. It increased in 1958 
from 531 million pounds up to 676 million pounds, rounded figures. 

[ should point out, Mr. Chairman, that this speaks in terms of 
capacity and not of production, because we know for a fact in 1958 
the International Nickel Co. did not produce 315 million pounds, 
ghich is here—I think it was perhaps 225 million pounds or 
thereabouts. 

Mr. Brooks. Why didn’t they produce any more ? 

Mr. Curtis. Because of the fact of the slowdown in the demand 
for nickel, and also there was a strike, of course. But that—well, I 
have withdrawn that, because they had adequate supplies to carry 
over the strike. 

Now, the table No. 2 gives the probable U.S. share of the free-world 
apacity, going from 346 million pounds in 1959 up to 427 million 

unds in 1961. That is rather interesting because it is close, as you 
pow, tothe expansion goal that we had. 

Table 3 shows consumption of nickel in 1956, 1957, 1958, and 1959, 
estimated. There it shows that 255 million pounds were consumed 
in 1956, 246 million pounds in 1957, an estimated 160 million pounds 
in 1958, and 200 million pounds in 1959. 

Mr. Chairman, perhaps I might comment on that. This is a Com- 
merce paper, and I am now a member of the Department of 
(ommerce. 

Mr. Brooks. I would like to have your feeling whether this reflects, 
in your own opinion, the situation in nickel today. 

Mr. Curtis. It is my opinion, for what it is worth, that with the 
resumption of the economic activity which we are experiencing, and 
which we hope and expect will occur—— 

Mr. Brooks. And we all share that hope. 

Mr. Curtis. Yes, indeed. That the consumption of nickel will 
certainly go back to that of 1956 and, in my judgment, more. 

In 1956 we consumed 255 million pounds. I perhaps could point 
out that in 1948, where there was virtually no defense requirement, 
current defense requirement for nickel, we consumed 180 million 
punds. Now, we have not only greater economic activity and an 
expanding economy, but a greater use of nickel. Nickel is a versatile 
metal which has many uses in this high-heat, special-alloy age. I 
rather expect the consumption of this material, pro rata, will increase. 
My feeling also is in 1956 that nickel will be freely available—and 
this is just my guess—that the consumption would not have been 255 
million, but closer to 280 million. And if there is any merit to that 
guess, then in looking forward a year or 2 years or so it is quite likely 
that the consumption of nickel will approach 300 million pounds. 
Again, that is my personal guess. 

Mr. Brooks. And this is despite the fact that the consumption went 
down to 246 million in 1957 and down to 200 

Mr. Curtis. To 60 million—I think; yes; 160 million in 1958. 

Mr. Brooks. Which would seem it was going exactly like this 
indicating downward at a 45° angle}. 

Mr. Curtis. That is right. 

Mr. Brooks. While the demands for stockpile were not increasing. 
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Mr. Curtis. The demand for stockpile—this only deals with gop. 
sumption, sir. The demand for stockpile would have nothing to do 
with consumption. What it would have to do with is, perhaps, de. 
fense requirements for current activities, building planes, or wha} 
have you. 

Mr. Brooks. For actual use? 

Mr. Curtis. Yes, plus the normal civilian use. 

_Mr. Brooks. In 1956, when you were preparing the nickel expan. 
sion program, did you anticipate a situation of this sort might come 
about—prehaps not quite so drastic, but at least the balance of supply 
and demand might more nearly reach an equilibrium there, ag are 
actually reflected by the consumption in 1957 and 1958? 

Mr. Curtis. At that time it was clear that our economy had 
reached a new level by 1956, and anybody’s guess is perhaps as good 
as anybody else’s on that. Of course there would be the ups and 
downs. You would have to look forward to some ups and downs, 
but the point is what we were looking for was available supply to 
get into the stockpile. 

Mr. Brooxs. Were you aware, when you prepared your expanded 
nickel goal program, that in April of 1956 the Secretary of the 
Interior had written the ODM recommending that the expansion 
goal on nickel be closed ? 

Mr. Curtis. I think that 

Mr. Brooks. I think you are familiar with this letter / 

Mr. Curtis. Yes, sir; I think Lam. That is in connection with the 
review that I mentioned a little previously, where I mentioned the 
paper submitted by the Department of the Interior, and I think I 
explained why we did not go along with it. 

Mr. Brooks. We do not have a copy of that letter, but I wonder, 
just concisely, what weight was given to this recommendation by the 
then Director of the ODM? 

Mr. Curtis. As I understand it, the Director of ODM rejected that 
paper, in his recommendation. 

Mr. Brooks. Did he reject it after consideration, or did he just 
immediately reject it ? 

Mr. Curtis. He read it carefully, of course. 

Mr. Brooks. I see. 

Mr. Curtis. And I think I explained the rationale for its rejection, 
which was, if you accept the then just indicated theory concept of a 
war, there was merit to their recommendation. 

It was true that we would probably reach the new stockpile objec- 
tive based on the reduction from a 5- to a 3-year war before you would 
have time to complete some of these expansion programs we had im 
mind. But the official objective was very substantially above the pro 
forma objective, based on a 3-year war, and we had to necessarily deal 
with the official stockpile objective and not with what might be a pos- 
sible tendency. 

Mr. Brooks. At the time you were preparing this paper, then, the 
defense requirements under a 3-year concept, were obviously becoming 
less. 

Mr. Curtis. Would be mathematically much less, of course. 

Mr. Brooks. And did the trend continue, as the results indicate? 

Mr. Curtis. Yes. About 2 years late it become official Government 
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Mr. Brooxs. Who was your supervisor when the nickel expansion 
> ( 
paper Was prepared in 1! 156 2 

Mr. Curtis. A Mr. Ogden. — . 

Mr. Brooxs. And did he direct that you prepare this paper, this 
analysis £ ; 2 

Mr. Curtis. Yes; I would say yes. Mr. Flemming and Mr. Ogden 
and I would be talking about it, and Mr. Ogden would ask that it 
be done. 

Mr. Brooxs. I have here a paper called “Government Financial 
Incentives of the Current Nickel Expansion Program.” I want to 
inow—this is the one you prepared or assisted in the perparation of ? 

Mr. Curtis. In all likelihood. 

Mr. Brooks. This was the one we were discussing a moment ago, 
that I was discussing with you, November 7, I believe. 

Mr. Curtis. Yes, sir. Iam familiar with that paper. It was pre- 
pared, or, shall I say, it was prepared the day I left the Office of 
Defense Mobilization. I, as amicus curiae, gave some assistance in 
its preparation. xine 

Mr. Brooxs. You are very modest. I wondered, sir, for what pur- 
pose it was prepared . 

Mr. Curtis. I think, sir, it was prepared for the purpose of obtain- 
ing, from the Defense Mobilization Board advice as to the relative 
merits of the Bethlehem Stee] proposal and the Freeport proposal. 

Mr. Brooxs. Was it presented and considered at that meeting? 

Mr. Curtis. It was, sir. 

Mr. Brooks. That was approximately November 7, 1956. 

Mr. Curtis. I did not happen to attend that meeting, but that was 
the case. 

Mr. Brooks. You have already told the committee it is a compari- 
wn of the Bethlehem and Freeport proposal ? 

Mr. Curtis. Yes. 

Mr. Brooks. On page 5 there is contrasted the financial aspects of 
the Freeport and Bethlehem proposals for producing nickel in Cuba. 
wonder if we might not read together here what these figures reflect, 
and, as I say, a contrast of financial aspects of Freeport and Be thlehem 
proposals, This is on the existing proposals. Pricewise, they have 
been modified, as the final contracts were signed. 

Mr. Curtis. I would say it is an entirely different proposal, sir. 

Mr. Brooxs. Entirely different, you say ; not just a change in prices? 

Mr. Curtis. I would say that makes a vital difference. Twenty- 
fiveand one-half cents premium—— 

Mr. Brooks. Is considerable. 

Mr. Curtis. Yes. 

Mr. Brooks. But this was the difference as of then ? 

Mr. Curtis. Yes. 

Mr. Brooks. And payment of a premium of 25 cents, figured on 57 
million, and so forth, and the loss on cobalt was 7 million. 

Mr. Curtis. Yes. 

Mr. Brooks. And at that point you added the estimated loss to the 
Government if industrial demand cannot absorb at premium prices, 
being $64.575.000, accor ding to your estimate. 

Mr. Curtis. Yes. 


Mr. Brooxs. Why did you establish a loss of only 30 cents a pound 
on cobalt ? 
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Mr. Curtis. If memory serves me correctly —— 

Mr. Brooks. It is in your footnote. 

Mr. Curtis. Cobalt was then still $2.60 a pound. But we kney 
offers had been made to the GSA for $2.30 a pound. We thought tha 
was a harbinger in the reduction in the world price of $2.60 a pound, 
so we took it into account. 

Mr. Brooks. Though you did not, in fact, have the offer. You were 
not eee it at that price, and you had a 60-cent loss at the time. 

Mr. Curtis. I do not believe so. I believe you are in error at that. 
I do not believe the world price was $2 a pound at that time. My 
recollection was it was still $2.60, and shortly thereafter it went dow) 
to $2.30 and then it went down to $2, if I remember rightly. We 
itnated a 30-cent-a- pound loss, although—I may iced to check 
this—although the world price was still $2.60, because we felt for sure 
that price was on the way down, in the light of these offers. 

Mr. Brooks. Of the Bethlehem proposal, you say : 

Purchase by Government of one-half of total output of 125 million pounds of 
nickel at 10 percent under market (assuming present market price of 64.5 cents 
as above and assuming 50 million pounds capacity for Bethlehem for 5 years). 
$8,062,500. Savings to the United States if metal required for the stockpile, 
$8,062,500. 

Mr. Curtis. May I interrupt there for a moment? When I pre- 
pared the May 2 paper, the Bethlehem Steel deal involved only nickel 
oxide. It did not involve nickel metal. I am not sure, because I with- 
drew, as you know, and whether that involves nickel oxide or in this 
ease nickel metal makes a difference, because if you are to convert 
nickel oxide into nickel metal that wouid add 7 or 8 or 9 or 10 cents 
a pound. 

Mr. Brooks. I would assume your associates, whom you befriended, 
would have taken that into consideration and given it consideration 
here. 

Mr. Curtis. It is a minor point, but I do suggest in the earlier days 
Bethlehem Steel only involved nickel oxide, which is not so good as 
nickel metal. 

Mr. Brooxs. On the next page, page 6, I notice that we have the 
analysis of Freeport’s fixed Government obligation to purchase of 
$244 million of nickel. 

Mr. Curtis. Yes. 

Mr. Brooks. Contingent Government obligation to purchase, under 
the Freeport provision, a total of $50 million of cobalt, for a total of 
cost obligation to the Government of $294 million. Government funds 
at risk, in success of the Freeport project, are estimated as zero. Under 
the fixed Government obligation to purchase, a contingent Govern- 
ment obligation to purchase under the Bethlehem proposal, you show 
it as zero. 

Mr. Curtis. Yes. 

Mr. Brooks. But you say the Government funds at risk in success 
of the project would be approximately $100 million because of the 
projected loan. 

Mr. Curtis. Yes. 

Mr. Brooks. That is what that would reflect. 
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Mr. Curtis. Yes. 

Mr. Brooks. Does it not seem interesting there is an investment 
here of some $294 million under this Freeport proposal that should 

ibly have been considered under this as a risk investment in 
these metals, and the possible loss there because of possible price 
decline, interest cost on borrowed money, storage cost, et cetera! 

Mr. Curtis. This does involve the loss of the premium which would 
be paid for that nickel. pa. 

Mr. Brooxs. At the conclusion of this page you assume that the 
Government—and this is the report that went to the Board for its 
meeting ? 

Mr. Curtis. Yes. 

Mr. Brooxs. You said if the Government has a need to purchase 
995 million pounds of nickel at the time the plant is completed (2 tos 
years hence), the cost to it from Bethlehem would be (assuming 5O 
million pounds per year plant capacity), 125 million pounds of nickel 
at 58.05 cents per pound, or $72,562,500; 100 million pounds of nickel 
at 64.5 cents per pound, if available, $64,500,000, totaling $137,062,500 
for 225 million pounds; cost of first 225 million pounds from Freeport, 
$902.500,000. 

Mr. Curtis. That is right. 

Mr. Brooks. The total cost for the first 225 million pounds from 
Freeport under this preposal would be $202,500,000, and from Bethle- 
hem would be $137,062,500. 

Mr. Curris. That is correct. 

Mr. Brooks. I notice you did not show what the difference would 
have been, which seems to me would have been a significant figure at 
this point, in a comparison. 

Mr. Curtis. Let me say I did not prepare this. 

Mr. Brooks. You are not finally responsible ? 

Mr. Curtis. You are quite right. I would say that is a clear 
demonstration in these two proposals as set forth; there is little 
doubt as to which you would choose between them. 

Mr. Brooks. That is what I was trying to get at. It seems to me, 
tobe fair about it, in an objective analysis, a comparison, at this point, 
when you are reporting to a board that is not an authority on it, you 
would want to show under their given proposal that the difference 
in it was $65,437,500 for an assumed amount of nickel. 

Mr. Curtis. Yes. 

Mr. Brooks. And I agree with you it is unfortunate this was not 
reflected as clearly in this report as might have been desired. 

Mr. Curtis. Yes. I think it would have been probably a very good 
idea to have spelled this right out and say this. 

Mr. Brooxs. It does not mean that people would assume that the 
one proposal was bad and the other was best, but certainly you should 
give them the facts. 

Mr. Curtis. Yes. It is only by inference. 

Mr. Brooxs. We will put this in the record because it might be a 
little difficult to follow otherwise. 


41108—59——14 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 


Kor DMB Meeting No. 123 
NOVEMBER 7, 1956. 


GOVERNMENT FINANCIAL INCENTIVES OF THE CURRENT 
NICKEL EXPANSION PROGRAM 


I. PURPOSE 


The purpose of this paper is to seek the advice of the Board on the propriety 
of amending the current nickel expansion program so as to add the granting 
of Government loans to the present list of financial incentives which now includes 
tax amortization, procurement contracts, and premium prices when justified by 
unusual development costs. y 

Il. BACKGROUND 


On May 2, 9, and 17, this Board considered the need for an increased ex- 
pansion goal for nickel and a new expansion program as outlined in an ODM 
staff paper. A goal of a U.S. availability of 440 million pounds per year and an 
expansion program involving rapid tax amortization and purchase contracts 
up to a total of 200 million pounds at the present market price were recom- 
mended to and approved by Mr. Flemming. The program was amended on July 
26, following further consultation with the Board, to provide for premium 
payments for nickel if justified by unusual development costs and to increase 
permissible purchases up to 300 million pounds. 

On October 4, 1956, the Defense Mobilization Board gave some consideration 
to Bethlehem Steel Co.’s proposal to expand supply. This proposal involved 
a loan from the Export-Import Bank of $75 to $137 million, depending on the 
volume of production derived (30 to 70 million pounds per year). The exact 
amount of the loan would be determined by whether the capacity of the plant 
would be 30 or 70 million pounds per year or somewhere between. Mr. Flemming 
requested the ODM staff to consult with the Export-Import Bank as to its 
policy for granting loans to prospective nickel producers. 

This paper reports on the Export-Import Bank’s policy and discusses the 
Bethlehem Steel Co.’s proposal and another proposal recently received from 
the Freeport Sulphur Co. 

III. DiIscusston 


1. RECAPITULATION 


When the nickel expansion goal and program were first considered by the 
Board, the Department of the Interior estimated that the total supply of 
nickel available to the United States by the end of 1957 would approximate 340 
million pounds per year. Thus there would be a need to increase the supply 
by 100 million pounds to achieve the goal of 440 million pounds. The General 
Services Administration has received several proposals for achieving such in- 
creased supply. However, only two companies have proposed expansion pro- 
grams which offer promise of achieving the desired objective. They are the 
Bethlehem Steel Co., involving production of 30 to 70 million pounds per year; 
and the Freeport Sulphur Co., involving production of 50 million pounds per year. 

In addition, officials of the International Nickel Co. have informed us that 
there is an excellent prospect that the company may undertake the development 
of its Moak Lake property in Ontario, Canada, from which it is estimated that 
production will amount to at least 60 million pounds per year. A decision with 
respect to the latter is expected to be made by the firm’s board of directors on 
November 5. It is probable that a substantial portion of the output will be 
shipped to the United States. The proposals by Bethlehem and Freeport are 
predicated on Government financial incentives. The Inco proposal, if adopted, 
probably will not involve Government aid. 

It will appear from the above that the additional supply of 100 million pounds 
could be achieved by a combination of any two of the three possibilities: Bethle- 
hem Steel and Freeport, Bethlehem Steel and Inco, or Freeport and Inco. The 
latter two would be predicated on Inco’s shipping 30 and 50 million pounds per 
year to the United States, respectively. 
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2. SUMMARY OF BETHLEHEM STEEL CO. AND FREEPORT SULPHUR CO. PROPOSALS 


A. Bethlehem Steel Co. 

As outlined in the ODM paper submitted to the Defense Mobilization Board 
op October 4, 1956, the offer of the Bethlehem Steel Co. is essentially as follows: 

a. Alternative production plans—(1) Thirty million pounds of nickel per year 
and 3 million pounds of cobalt. Cost of plant, $75 million. 

(2) Fifty million pounds of nickel and 5 million pounds of cobalt. Cost of 
plant, $107,500,000. 

(3) Seventy million pounds of nickel and 7 million pounds of cobalt. Cost 
of plant, $137,500,000. f 

pb. Reserves.—One billion tons of ore sufficient for production of 70 million 
pounds of nickel per year for several centuries. 

ce. Construction time.—Two and one-half years. 

ad. Financing plans.—(1) Transfer by company to subsidiary operating com- 
pany of $10 million worth of equipment, railway to port; port, plants, and housing 
in Cuba plus 50 million tons of ore on royalty-free basis plus the use of process 
without charge. On the basis of one-half of the royalty fee now paid to Freeport 
for some Nicaro ore (one-half $1.45 per ton, or 72.5 cents per ton) this ore block 
is worth $36,250,000. 

(2) Line of credit (4% percent) from Export-Import Bank for cost of plan 
selected. (See above.) Security would include all assets of subsidiary company 
which would own plant, including all facilities and 50 million tons of ore, trans- 
ferred by parent company. If earnings insufficient to repay loan, parent com- 
pany reserves right to pay off loan. 

(3) Bethlehem does not request any tax amortization since its subsidiary will 
be a Cuban corporation. 

(4) The Government would have an option to buy, at 10 percent below the 
market, up to 50 percent of the nickel produced. 


B. Freeport Sulphur Co. 

a. Production.—Over a 6-year period the company proposes to produce 50 million 
pounds of nickel and 4.5 million pounds ef cobalt annually after the first year of 
operation (a total of 271 million pounds of nickel and 24 million pounds of cobalt). 

b. Reserves.—The General Services Administration informs us that the com- 
pany’s reserves are entirely sufficient to support this operation. 

c. Construction time.—Two and one-half years. If a contract is signed in the 
near future, production would begin in mid-1959. 

d. Financing plans.—The company requests the Government to purchase 225 
million pounds of nickel metal at 90 cents per pound (with escalation for major 
cost factors) and 16 million pounds of cobalt metal at a fixed price of $2.60 per 
pound. The Government would also get a right to call and the company would 
have a right to put to the Government an additional 46 million pounds of nickel 
and 8 million pounds of cobalt, the former to be at market price and the latter at 
$2.60 per pound. Current market price: Nickel 64.5 cents per pound; cobalt 
$2.60 per pound. 

Freeport asks a necessity certificate for SO percent of the amortizable invest- 
ment. 


“’, Comment 


Informal conversations with officials of the Export-Import Bank indicate that 
the type of expansion proposed by Bethlehem Steel falls within the category of 
projects generally acceptable for financing by the Bank. 

As indicated above, the purpose of this paper is to weigh the advisability of 
providing Government loans as an additional incentive to bring about increased 
nickel production. Assuming, as is probable, that the Inco board of directors 
will approve the immediate development of its Moak Lake and that as little 
as 50 percent of 60 million pounds of annual output will be earmarked for the 
United States, it follows that the additional output required to meet the present 
expansion goal deficit of 100 million pounds could be met by Bethlehem’s produc- 
tion of 70 million pounds or by a combination of Bethlehem and Freeport. One 
of the primary factors to be considered in making a decision on this matter is, 
of course, the cost to the U.S. Government. 

It should be borne in mind in the discussion below that actual negotiations by 
General Services Administration may result in a substantial improvement in 
the terms first proposed for these projects. A comparison of the terms would, 
nevertheless, indicate generally the relative merits of the two proposals. 
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In analyzing the relationships of these two projects and the difference jy 
cost to the Government, we give in the table below the essential factors, Jp 
this table, for purposes of contrast, it is assumed that the output from eae, 
project over the first 6-year period will be 270 million pounds of nickel. 


Contrast of financial aspects of Freeport and Bethlehem proposals 


Freeport : 
Payment of premium of 25.5 cents per pound on 225,000,000 
pounds, excluding Solent a ee $57, 375, 000 
Assumed loss of 30 cents per pound’ on 24,000,000 pounds of 


a a a A i 7, 200, 000 
Estimated loss to the Government if industrial demand can- 
not absorb at premium price_-_----_-------~~--- onan, Of, Dee 
oo 
Bethlehem : 
Purchase by Government of one-half of total output of 125,000,- 
000 pounds of nickel at 10 percent under market (assuming 
present market price of 64.5 cents as above and assuming 
50,000,000-pound capacity for Bethlehem for 5 years) _- __ 8,062,500 


Savings to the United States if metal required for the 
NEE Ossi stacedek~ tee heres eats renee baa perhentinee as 8. 062, 500 


1In light of the large Government contract for cobalt with the principal producer, Union 
Miniere, calling for delivery of cobalt at $2 per pound beginning in 1958 and an offer of 
cobalt from French Morocco at $2.30 per pound, a loss of 30 cents per pound on the $2.60 
price is assumed. 


In addition to the possible savings on nickel purchases, the Government is not 
obligated under the Bethlehem proposal to make any purchases of cobalt for 
which it has at best only a limited need. On the other hand, there is the possi- 


bility that the Bethlehem subsidiary might default on all or any part of the 
$100 million (more or less) loan from the Export-Import Bank. 
Freeport : 
Fixed Government obligation to purchase : 
25,000,000 pounds of nickel lat 90 cents per pound $202, 500, 000 
TOEE.A00 soatidx oF cobalt: at $2.60 per pound__ meine 41, 600, 000 


Subtotal ___ ca be, ape hE a Hf 244, 100,000 


Contingent Government obligation to purchase under “put” 
46,000,000 pounds of nickel, at 64.5 cents* per pound ; 29, 670, 000 
8,000,000 pounds of cobalt, at $2.60 per pound .___-_ 20,800,000 


eee Sf Ne SE esc eA 2 ASS 1AM Bal 50, 470, 000 

IT rec eceoes aes tals he Livcas sccesbotien secre | 

Government funds at risk in success of projec Bd actes Seed i} 

Bethlehem : 

Fixed Government obligation to purchase: 

I i a ee EO . ) 

a a ne in a te ) 

ee a a 0 


Contingent Government obligation to purchase: 


a A a ce ol Ra 0 

i os 0) 

ng aaa LE ah cic Sale ee 0 

i tle at ee cae ee iH 
Government funds at risk in success of project (approxi- 

tn gee IR cs ip NR o0 ta La hh Seng eaeatat oo 100, 000, 800 


2 At prevailing market price. 
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If the Government has a need to purchase 225 million pounds of nickel at the 
time the plant is completed (2 to 3 years hence), the cost to it from Bethlehem 
would be (assuming 50 million pounds per year plant capacity) : 


95,000,000 pounds of nickel, at 58.05 cents per pound_____------- $72, 562, 500 
100,000,000 pounds of nickel, at 64.5 cents per pound * if available__ 64, 500, 000 
a id a i a a 





Cost of first 225,000,000 pounds from Freeport ere ig 202, 500, 000 


SUBCOMMITTEE NoTE.—Difference is $65,457,500 in favor of Bethlehem. 


For purposes of this discussion, the foregoing should be considered only as 
indicative of the advantages or disadvantages of providing Government loans 
to encourage further nickel expansion. This is so for the reason that if loans 
are made, subsequent negotiations with the Export-Import Bank could and 
probably will result in a different loan amount, interest rate, collateral, security, 
ete. 

In summary: 

A. Loans represent amounts which will probably be repaid to the Govern- 
ment with interest: the proceeds will be invested in facilities on which the 
Government will have a lien coupled with rights in other properties and assets. 
It is also possible that the Export-Import Bank may be able to persuade the 
parent company, Bethlehem Steel Co., to assume a part of the liability and to 
make part of the loan. 

B. On the other hand, if industrial demand is not great enough to take the 
metal at premium prices, the payments of such prices by the Government 
represents nonrecoverable, out-of-pocket expenses which cannot be recovered, 
as such. 

©. If the Bethlehem process does not prove feasible or if it runs into pro- 
duction difficulties, the Government may be called upon for additional money 
to protect its investment whereas if Freeport is unable to produce, the Govern- 
ment, in theory, may turn to other sources of supply without financial loss. 

D. The Freeport proposal puts the Government in a less flexible position in 
that it requires the purchase of a fixed substantial amount of nickel and 
cobalt. On the other hand, exposure to the risk of loss through premium pay- 
ments will end several years before a loan would be likely to be repaid. 

BE. If loans are made a part of the program, there is the possibility that it 
may encourage a broader participation, particularly by smaller companies, and 
also that it may induce Freeport to lessen its demands as to premiums and 
purchase guarantees. 

1 Assumed market price. 


Mr. Brooks. Now, Mr. Wallhauser, and Mrs. Weis, we have lo- 
cated the letter from the Secretary of the Department of the Interior, 
which we discussed earlier in connection with ODM recommending 
a reduced goal. 

It had some material in it which was classified, and the Department 
very kindly rewrote the letter for us, giving us the information on 
the expansion, but deleting that part which was classified. And 
they recommend, in this letter, which I will put in the record, that 
the expansion goal for nickel be closed. 

(The letter referred to is as follows.) 

DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., April 15, 1959. 
Hon. JACK Brooks, 
Chairman, Subcommittee on Government Activities of the Committee on Govern- 
ment Operations, House of Representatives, Washington, D.C. 


Drak Mr. Brooks: Mr. James (Mac) Henderson of your staff requested 
that we provide you with a copy of a document dated April 6, 1956, being a letter 
from former Secretary McKay to Mr. Chester F. Ogden, Assistant Director for 
Materials, of the Office of Defense Mobilization. Mr. Henderson was advised 
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that the document was classified “seeret.” He was, pursuant to OCDM clear. 
ance, given access to this document. Subsequently, he asked that we declagsify 
the document or rephrase it so it would not be classified. 

We have been informed by OCDM that this document was made available + 
your committee on a secret basis in October 1958. 7 

It is impossible to declassify this document at this time. We have, however 
determined that the letter could be rewritten, in the light of the situation as it 
existed in April 1956, without using classified information. If this letter hag 
been written in this manner in 1956, it would have read, substantially, as 
follows: 

“My DEAR Mr. OcpeEN: At a meeting here on March 29, you requested a new 
study regarding an expansion goal for nickel, to be based on new requirements 
figures, both peacetime and wartime, that you would furnish us, and on new 
strategic guidance. The new requirements figures were received from yon on 
April 3, and the new strategic guidance was received from Mr. Sheppard op 
April 4. The peacetime supply figures we use herein are the same as those ip 
our March 29 study and represent the amount of nickel that will be availab\ 
from expansion now under way in the United States, Canada, and Cuba. 

“The April 5 requirements statement makes no reference to the assumptions 
on which the figures for peacetime were based, as did the February 14 estimate 
given us for our study of March 29, but inasmuch as the April 3 figures are large; 
than the earlier ones, we are assuming that the same assumptions apply- 
namely: ‘unrestricted availability to industry.’ 

“If, following this assumption, industry’s requirements are to be satisfied 
before any nickel is to be purchased for the stockpile, there would be available 
for the stockpile a total of 68 million pounds over the next 5 years—that is 
by the end of 1960—and the stockpile would continue to be far short of the 
present minimum stockpile objective. 

“The present minimum stockpile objective in turn is well below what it 
would be if caleulated on the April 3 requirements figures. To reach the new 
objective in a period of 5 years, as suggested in your March 12 instructions 
would require a stockpile purchase that would be clearly impossible under 
present supply and from the expansion now underway. It is also impossible ti 
achieve this end by creating new capacity, because such new capacity could not 
be brought in short of 5 or 6 years. At most of the places where new nickel 
production might be obtained most feasibly, and perhaps at all of them, serious 
research and technologic problems must be solved before production schedules 
can be established. At least 2 years of pilot operations will be necessary, and 
construction of plant facilities will require at least another 2 years. Some time 
also must be allowed for negotiation and other Government action. Realisn 
demands that, in making allowance for the stockpile in examining the need 
for further expansion, the 3-year objective be used rather than the 5-year ob- 
jective. This conclusion is also in accord with your policy that positive action 
be taken only when necessary to achieve the 3-year priority procurement level. 

“To the amount that may be put into the stockpile from current surpluses, as 
discussed above, may be added the amount that may become available from new 
operations of the Freeport Sulphur Co. in Cuba. As you know, this company 
has a Government contract to produce 30 million pounds of nickel a year, con- 
tingent on the success of pilot-plant tests now underway with Government finan 
cial assistance. We believe it safe to assume, certainly for planning purposes 
that a plant could be built and be in commercial operation in 1958, reaching full 
scale for 1959. On that basis, the stockpile can in a satisfactory period of time 
contain an amount equal to the new 3-year procurement priority level. We 
therefore, see no need for positive Government action at this time, and we 
recommend that the expansion goal for nickel be closed. 

“There is also some possibility of moving from the 3-year priority objective 
toward the 5—year objective. To the extent that there may be a luxury, or non- 
essential, element in the peacetime requirements figures given us, this amount 
if diverted to the stockpile, could help lessen the stockpile deficit. The stockpile 
deficit could be further lessened if the I'reeport Sulphur Co. could be encouraged 
to produce 40 million or 50 million pounds a year instead of the 30 million pounds 
presently planned. 

“More aggressive action might bring the Cuban deposits of the Bethlehem Steel 
Co. into production, at 25 million or 30 million pounds a year by about 1961 
The Moak Lake deposit of the International Nickel Co. might be brought into 
production at 50 million to 70 million pounds a year by 1960; Inco may act inde- 
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pendently in this direction. Inco has deposits also in Venezuela. There are also 
sundry smaller deposits. 

~ «Aji told, it appears that about 150 million pounds or more of annual capacity, 
in addition to the 50 million pounds presently contemplated by the Freeport Co., 
could be established by 1962, if desired. We have made some rough calculations 
in an effort to assess what the amount of new capacity would mean in terms of 
stockpile objectives. First, to expand annual capacity by about 150 million 
pounds a year would so reduce the minimum stockpile objective as to create the 
eurious anomaly of the stockpile objective being reached before the capacity on 
which it is based becomes operative. These same rough calculations suggest that 
eyowing capacity and the resulting diminishing stockpile objective would come 
into balance at 75 million to 100 million pounds of new capacity and correspond 
ing stockpile objectives that would not be much different from the present 
minimum objective. The actual combination would depend on which deposits 
were brought into production. An important factor is whether the International 
Nickel Co. will go ahead independently with plans to develop the Moak Lake 
deposit. c oe ; a 

“Inasmuch as this report may become the basis for important decisions, I 
would like in closing to restate the assumptions involved. They are: 

“1, A peacetime use over the next 5 years, as given us by the Office of Defense 
Mobilization, considerably greater than 1955 consumption. 

“2 New wartime requirements not yet officially established and therefore 
subject to adjustment. 

“8 Free availability of nickel to industry. 

“On that basis, we have come to the conclusion that the priority 3—year stock 
pile level can be filled in a satisfactory period of time without new Government 
action, and to the preliminary conclusion that the 5-year minimum objective 
could likewise be filled in a satisfactory period of time if 75 million to 100 million 
pounds of new production were brought in. 

“Sincerely yours, 
—, Secretary of the Interior.” 

Let us emphasize that this isa draft of a letter as it would have been written 
in 1956 without security information, By transmitting this letter to you in this 
manner, we do not, in any way, imply any declassification of any of the informa- 
tion contained in the letter which was actually sent on April 6, 1956, which you 
have already been provided by OCDM. 

Sincerely yours, 
D. OTIS BEASLEY, 
tdiministrative Assistant Secre 

Mr. Brooks. | Reading :] 

There is also some possibility of moving from the 3-year priority objective to- 
ward the 5-year objective. To the extent that there may be a luxury, or nonessen- 
tial, element in the peacetime requirements figures given us, this amount, if 
diverted to the stockpile, could help lessen the stockpile deficit. The stockpile 
deficit could be further lessened if the Freeport Sulphur Co. could be encouraged 
to produce 40 or 50 million pounds a year instead of the 30 million pounds 
presently planned. 

I think this letter is very helpful in that it indicates at that time, 
even on a 5-year basis they were considering the possibility of reducing 
the goal, not just ona basis of a projected 3-year defense requirement 
this was not the positive approach, but it was a consideration and a 
suggestion to the ODM, even on the 5-year scale with the 3-year in the 
future, they might well consider a change. 

Mr. Curtis. [ wonder, Mr. Chairman, about that. 

Mr. Brooks. You might look this over. 

Mr. Curtis. J hey might be assuming that Freeport would proceed. 
Mr. Brooxs. Under their contract, DMP-106, which was in con 
junction with the pilot plant which was a smaller contract, then they 
were going to produce with that under an earlier contract, but a con- 

tract not calling for as much production. 
Veeraaeny ‘ rs => 7 > » . . : 

Mr. Curtis. Without checking my figures that would require 
presumably an expansion of the goal—I do not know—if they are 
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going to assume the Freeport and take care of the Freeport expansion 
up to 50 million. 

Mr. Brooks. That seemed to be one of the problems; was it not? 

Mr. Curtis. It is very simple. If you wanted to fill the then existing 
stockpile objective or, better still, the indicated stockpile, you had to 
have one of three projects, the Inco and/or Freeport and/or Bethlehem, 
if you Wi anted to get your stoc kpile objective completed Within a 
reasonable time, 5 or 6 years. 

Mrs. Weis. Mr. Chairman. 

Mr. Brooks. Mrs. Weis. 

Mrs. Weis. What was the date on that letter? 

Mr. Brooks. It says here, “April 1956.” 

Mr. Watumavser. As I understand it, the witness testified his de- 
partment did not agree with this suggestion. Is that right, sir? 

Mr. Curtis. That is right. 

Mr. Brooxs. On the assumption, Mr. Curtis, of the Government's 
security and Government's risk, under the Bethlehem comparison, 
the total risk is considered to be $100 million. I was wondering if you 
were aware of the fact that they had agreed to put up approximately 
$10 million in material down there, of improvements ? 

Mr. Curtis. Yes, sir. 

Mr. Brooks. Which would seem to be an offset against the risk, or 
security against the risk. 

Mr. Curtis. It could well be, Mr. Chairman. I think an additional 
right to use ore was thrown in. 

Mr. Brooks. Which was valued at $36 million ? 

Mr. Currts. That is the figure I recollect. 

Mr. Brooks. You used the figure of one-half of the royalty paid to 
Freeport for their ores. Why did they use the one-half figure? 

Mr. Curtis. That was an estimate made by GSA, who could speak 
more competently, I believe, to this. I believe they would consider, 
perhaps, the arrangement for royalty paid for the ores being used in 
the Nicaro project to be high at that particular time, in the light of 
the availability of other ores in Cuba. 

Mr. Brooks. I think this is correct. I think they have since adjusted 
the price of those ores and made some other arrangements to use some 
Government. ores. 

Mr. Curtis. That is right. 

Mr. Brooks. Which we have gone into. 

Mr. Curtis. Yes. 

Mr. Brooks. But I wondered at that time why they had assumed 
that. Now, in addition to this security, presumably, under a loan 
program the Export-Import Bank would advance money against the 
loan only as construction progressed, under the usual 

Mr. Curtis. I would not know the details. I would not know the 
mechanics. 

Mr. Brooxs. You do not know how they handled those? 

Mr. Curtis. No. 

Mr. Brooxs. And it is obvious the parent company, Bethlehem, 
reserved the right to pay off the loan ? 

Mr. Curtis. In that particular case. 

Mr. Brooks. I was interested in that. It would seem the Govern- 
ment would be willing for, as you say, an amicus curiae to come in and 
pay off the loan. Are you familiar with that? 
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Mr. Curtis. I do not know why, other than they may have developed 
4 more etiective method. 1 assumed they would go bust, because their 
method was not adequate. And maybe they would have developed 
another process which they would want to use in the plant as it existed. 
Possibly that could be a reason. I should not speculate, however. 

Mr. Brooks. Examining the paper submitted to the DMB, No. 123, 
[did not find any mention of the supply-and-demand situation and you 
are aware of the fact the industrial situation was easing and defense 
demands were likely to go down? 

Mr. Curtis. Excuse me, sir—not in—this was November of 1956? 

Mr. Brooks. Yes. 

Mr. Curtis. As I understand it, demand was still high at that time. 

Mr. Brooxs. For defense / 

Mr. Curtis. For all—industry as well as defense requirements. 

Mr. Brooks. In 19567 

Mr. Curtis. In 1956 and in early 1957. 

Mr. Brooks. Was it—the Interior Department’s recommendation 
that the nickel expansion be closed—called to the attention of the 
Board when it met? You may not know. I am not trying to put 
words in your mouth. 

Mr. Curtis. My recollection is it was mentioned. Yes. I believe 
it was mentioned in one of those papers that I remember reading. I do 
not know for a fact, sir. 

Mr. Brooks. But you think it was pointed out to the Board ‘ 

Mr. Curtis. Yes. 

Mr. Brooks. Was this Commerce Department study called to their 
attention 4 

Mr. Curtis. No, sir. 

Let me say this—not to my recollection. 

Mr. Brooks. That would be more accurate. 

Well, I wanted to know—Mr. Wallhauser? 

Mr. Wattuauser. What was the date of the Commerce study that 
you referred to? 

Mr. Brooks. December 1955. This meeting was held after that. 
Did you have any questions ? 

Mr. WaLituauser. Yes. 

Mr. Brooks. Could we take about a 5-minute recess, while we get 
some chairs? We have had some trouble about chairs. 

(Short recess taken. ) 

Mr. Brooks. The subcommittee will be in order. 

Dr. Flemming is here. Would you be seated? We will hear you 
injust a moment, Doctor. We are very honored to have your presence 
here, Doctor, a man of your ability and prestige in the Government. 

But Mr. Curtis, while you are on the stand, we would like to conclude 
with you. Mr. Wallhauser has some questions and possibly Mrs. Weis 
has, also. 

Mr. Wallhauser ? 

Mr. Watiuauser. Mr. Curtis, the chairman has been developing, 
or seemingly so, the idea that nickel was not in critical supply. I won- 
der if there was not a later Commerce report than the 1955 report which 
would be closer to the time of the making of the contract. Was there, 
in other words, a 1956 Commerce report ? 

Mr. Curtis. Mr. Wallhauser, the Commerce Department prepared 
for one of the committees of the Congress—I cannot remember its 
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name now—quite an exhaustive report on nickel which was submitted 
by the Secretary of Commerce, I think, on January 1, 1957—an ex. 
cellent report. 

Mr. WatitHaAuser. Which, in effect, said what ? 

Mr. Curtis. It also speaks of the shortage of supply at that time, 
and the difficulties of trying to assure equitable ne by the 
producers of nickel amongst the nickel consumers. I think it was 
originally probs ably requested by Congress, a study to be made of that 
particular facet. How long the whole report covers—distribution, 
distribution facilities, the scrap problems and a number of interesting 
aspects of the nickel situation. 

Mr. Watuiuavser. I submit this is an important document, My. 
Chairman, and this committee should be provided with it and placed 
on the record so we could see what the climate was at the time or 
almost exactly the time of the signing of this contract, which was, as 
I remember it, in March of 1957. 

If this were a report made by the Department of Commerce at the 
request of the Congress, or some congressional committee, it should 
be placed in the record and should be clearly explained in relation 
to the press release which you have given out labeled “Extracts F rom 
Documents Placed in the Records of the Jack Brooks Sube ‘ommittee 
Inquiry,” and so forth, which does not include that which I attempted 
to put in the record yesterday, or did put in the record yesterday, 
relating to the 11th report of the Senate subcommittee. 

Mr. Brooxs. We will be glad to see that is put in. I appreciate 
your bringing that to the attention of the subcommittee, and I want 
to say I am grateful for your help and we are always grateful for it. 
We will be ol: ad to locate that document dated Febru: ary 1, 1957. 

Do you know what committee it was prepared for 

Mr. Watiuauser. He just told me. 

Mr. Curtis. It was I that mentioned it, Mr. Chairman. I should 
know it because I did some work on it. 

Mr. Brooks. It would not be the Seventh Annual Report of the 
Committee on Defense Production ? 

Mr. Curtis. No; it is a special report, number something—I have 
it, of course, in my office and could telephone you the identification 
of it. 

Mr. Brooxs. I would appreciate it. We do not have it offhand. 
If you would give us the information we would be delighted to have 
it and include it in the committee’s study so we may all have the 
benefit of it. Do you have a copy of it, Counsel ? 

Mr. Watiuavser. No, but I assume this must have been a later 
report than the 1955 report. 

Mr. Brooxs. We have the report, 1958, which we asked the Depart- 
ment of Commerce for, Mr. Wallhauser. 

Mr. Curtis. Mr. Chairman, I am informed that it is the Joint Com- 
mittee on Defense Production. It was prepared for the Joint Com- 
mittee on Defense Production. 

Mr. Brooks. In . vhat year! ¢ 

Mr. Curtis. 

Mr. Brooks. We ew ill tr y ai get it. 

Go ahead, Mr. Wallhauser 

Mr. Wautiuauser. It has just been handed to me. 
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Mr. Brooks. You are very kind. We will be delighted to see it. 

Mr. Watiuauser. This is called “Study of the Supply and Distri- 
pution of Nickel.” It is a report dated December 31, 1956, by the 
Secretary of Commerce. 

Mr. Brooxs. Dated what ? 

Mr. WaLttuaAuser. December 31, 1956. 

Mr. Curtis. I was 1 day off. 

Mr. Wartuauser. I will not take time to read the whole report. 

Mr. Brooxs. Put that part in that is pertinent in the record. It 
will bring it up to date. 

Mr. Watiuauser. No. 1 from the“Summary of Findings”: 

The supply of primary nickel available to the United States will not meet the 
Nation’s full requirements for several years. Expansion of the free-world sup- 


ply now underway or definitely planned may not meet fully the needs of the 
United States by 1960-65, when such expansions are due to materialize. 


And No. 5 says: 

It is abundantly clear that the inadequate supply of nickel for all purposes 
has retarded and is retarding industrial expansion in several areas. Research 
and development which would contemplate increased or new uses for nickel are 
not progressing nearly as fast as would be the case if adequate nickel supplies 
were immediately available. 

I think, Mr. Chairman, with your permission, it would be well to 
put this in the record, 

Mr. Brooks. Yes. We would be delighted to. 

And first we will take a look at it. It is inscribed “Herbert A. 
— We are indeed grateful to him and to you for furnishing 

He is a very helpful lawyer, well known, formerly, in Democratic 
aE 

Mr. Wacttuauser. This was passed to us by him. 

Mr. Brooks. Can we have it for the record ? 

Mr. WaLtuauser. I think so. 

Mr. Brooxs. 1 would not want to deprive him of anything from his 
personal records. Why don’t you send us another one so we will 
have one and we will not feel we are depriving someone else. 

Mr. Curtis. I will send you three, sir. 

Mr. Watutuauser. | would like to make one more comment. Just 
by chance today, May 12, 1959, quoting from the New York 
Herald Tribune where it talks about Inco profit up sharply in quar- 
ter, taking out of context this paragraph : 

Other factors contributing to the improved earnings, the executive said, 
“were the surge in demand for nickel, particularly in the United States”’— 
and so forth and so forth. 

So there has been an increase in demand, according to Inco, which 
may or may not have been foreseen several years ago, but was fore- 
seen by those who were attempting to stockpile and so forth, in my 
opinion. 

Mr. Watimavser. I think that is all the questions I have of you. 

Mr. Brooks. Mrs. Weis, did you have any questions ? 

Mrs. Wets. No. 

Mr. Brooxs. Mr. Curtis, we want to thank you for your courtesy, 
for coming down and sitting with us and contr ibuting to our under- 
standing as amicus curiae. 

Dr. Flemming, will you be seated, sir? 
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How are you, Mr. Kendall? 

This is Mr. Charles H. Kendall, who is Counsel for the good doctor 
who was formerly head of the Office of Defense Mobilization and he 
is now Secretary of Health, Education, and Welfare, and, as you all 
know, is a very able spokesman and defender of the faith. 

Doctor, we appreciate your taking time to come out and appear 
with us, and we are sorry that we hi a to change the date around and 
we hope this is the best that could be worked out in your busy sched- 
ule, because we do not want to unduly trouble you. I know you are 
actually very, very busy with the many details of running your 
Department. 

I wondered if you might want to make a statement, or we could ques- 
tion you, to give us an “ides when you became head of the ODM and 
when you left, and get the particular time in order. 


STATEMENT OF HON. ARTHUR S. FLEMMING, SECRETARY, DE- 
PARTMENT OF HEALTH, EDUCATION, AND WELFARE; ACCOM. 
PANIED BY CHARLES H. KENDALL, COUNSEL 


Secretary FLemmine. I became head in February 1955, and left in 
February 1957. 

Mr. Brooks. Do you have a statement you would like to make, or 

give us an analysis of this problem in your own words 

Secretary FLemMine. I would like to do that very much, Mr. Chair- 
man, and I would like to do it by discussing for the record a memoran- 
dum I discussed with you on August 13, 1958. 

At that time I indicated to you that, in a letter addressed to me on 
July 2, you stated that members of the subcommittee staff would like 
to discuss certain matters with me arising out of a study that you are 
making of GSA contract DMP-134 of March 8, 1957, with the Free- 
port Sulphur Co. and its valle’: Cuban American Nickel Co. 

I have prepared this memorandum for the purpose of covering the 
points raised by you in your letter and to be used as a basis for my con- 
versation with the subcommittee staff. 

1. Your letter indicates, first of all, a desire to discuss the method by 
which the need for this nickel was determined. 

Throughout the years 1955 and 1956, there was a general recognition 
of the fact that the Nation was confronted with a serious shortage of 
nickel. The Office of Defense Mobilization was constantly in receipt 
of inquiries, both from within the Government and outside the Govern- 
ment, as to the measures it contemplated taking in order to bring about 
increased supplies of nickel to meet the demand. 

During that period the Government was faced with a threefold job 
of (1) meeting the needs of nickel for current defense production; 
(2) acquiring sufficient quantities to meet unfilled stockpile objectives: 
and (3) minimizing the disruption of the civilian economy caused by 
the nickel shortage. 

During this period there was a constantly increasing demand by the 
military for additional quantities of nickel for current production of 
military equipment. In order to meet this demand and at the same 
time to avoid placing an undue strain on the civilian economy, the 
Office of Defense Mobilization found itself in a position where, on a 





to 
| he 


all 
ear 
ind 
ed- 
are 
OUr 


ind 


DE- 


In 
or 


ir- 
in- 


on 
ike 
ire 


he 
n- 
by 
on 


of 
pt 


ut 





NICKEL-COBALT CONTRACT OBLIGATIONS 213 


quarter-by-quarter basis, we were constantly reducing the amount of 
nickel acquired for the stockpile. 

In the light of this situation, on November 9, 1955, I requested Dr. 
John R. Townsend, director, materials and st! andard engineering, 

Sandia Corp. Albuquerque, N. Mex., to undertake a speci: ul study of 
the nickel situation. I vrequested him ‘to cover the broad field of expan- 
sion and supply, civilian and military requirements, and our defense 
position 2s far as nickel is concerned, and other economic and strategic 
factors. 

On February 3, 1956, Dr. ‘Townsend submitted his report, a pub 
lished copy of which is attac hed. 

Attention is directed partic ularly to the conclusion of the report, 
which reads in part as follows 

Nickel, widely used in metallic alloys, is a critical material for which domestic 
supply is wholly inadequate. Conservation of itself cannot bring supply and 
demand together and in any case reduction in specific use is limited while 
proliferation of new uses would more than offset such savings. There are, 
however, entirely sufficient reserves which are reasonably accessible and capable 
of development. Since it is questionable if the demand can be supplied from 
Canadian deposits, development of Cuban ores is indicated. 

On May 17, 1956, in the light of the factual situation confronting 
the Govern ing and also in the light of the comprehet nsive report 
submitted | Dr. Townsend, it was dee ided to revise the nickel ex- 
pansion g sot upward by stating that the Nation should put itself in a 
position where it could count on the availability of 440 million pounds 
of nickel a year. 

During this period, Members of Congress also were having the situ- 
ation called to their attention and were insisting on action. 

On August 1, 1956, the Senate Select Committee on Small Business 
issued a report on the supply and distribution of nickel. The recom- 
mendation of that committee was in part as follows : 

In the last analysis, real relief for small users of nickel can be brought about 
only through increased production of nickel. To this end your committee 
recommends continuing aggressive action on the part of ODM, looking toward 
the development of new sources of increased supply. 

I would like to call attention to the fact that the Joint Committee 
on Defense Production was set up by the Congress as a watchdog 
committee in connection with the operations of the Office of Defense 
Mobilization and other agencies under the Defense Production Act. 
and during the better than 4 years I served as Director of Defense 
Mobilization I had the opportunity of working closely with that com- 
mittee, and it seemed to me they rendered a very constructive service 
in terms of the checks and balances they brought into play and in 
terms of the independent judgment that they made relative to the 
situation which confronted the country from time to time in the 
mobilization field. 

This particular report to which T referred devoted many pages to 
the nickel situation and concluded its discussion with this statement: 

In view of the critical shortage of nickel which currently exists and the 
anticipated shortage which is forecast for many months ahead, your committee 
urges that the responsible Government agency make a determined effort to in- 


crease the nickel supply as has been recommended by your committee 
repeatedly. 
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As late as May 13, 1957, the Preparedness Subcommittee of the 


Senate Armed Forces Committee recommended in its 11th report 
that the ODM— 


Give new consideration to the question of whether or not construction of adqj. 
tional (nickel) producing and refining facilities should be expedited. 

2. Your letter also indicates an interest in— 

The manner in which a decision not to authorize Government loans as an jp. 
centive was reached. 

Having determined that the expansion goal for nickel should be 
revised upward, consideration was given next to what financial jp- 
centives were to be offered by the Government in order to reach the 
new expansion goal. 

On August 14, 1951, the then Director of Defense Mobilization 
included in Defense Mobilization Order No. 11 the following state. 
ment concerning tax amortization, Government loans, guarantees, and 
contractual arrangements: 

The objective shall be to use these incentives separately or in combination ip 
order to secure the needed expansion at minimum cost to the Treasury. 

Keeping this objective in mind, I determined in my capacity as 
Director of Defense Mobilization, and after consultation with’ th 
Defense Mobilization Board, that a combination of rapid tax amorti- 
zation and a commitment upon the part of the Government to procure 
specified quantities of nickel under certain specified conditions, would 
provide the incentives needed to bring about an expansion in the sup 
ply of nickel. 

This decision was announced by the issuance of a press release on 
May 17, 1956. 

After the decision was announced, the Bethlehem Steel Co. sub- 
mitted a proposal to the Government which involved the making of 
a Government loan or a loan guarantee. I felt that if we were willing 
to consider such a possibility, all interested parties should be in- 
formed of this fact and thus provided with the opportunity of sub- 
mitting proposals in line with the change in policy. 

I decided to consult the Defense Mobilization Board on this matter. 

After a discussion with the Board, based on a carefully prepared 
staff paper, I determined that it would not be necessary to add to 
the proposed Government incentives by including Government loans 
or loan guarantees in order to obtain the needed expansion. I con- 
cluded that the Government could appropriately ask those who were 
interested in expansion programs to obtain the necessary funds fot 
capital investment from private sources. 

The decision not to change the policy was announced in a press re- 
lease issued on November 8, 1956. 

The Bethlehem Steel Co. had not submitted a proposal which con- 
formed to the previous policy decision up to that time. Subsequently 
it did submit a proposal which involved an un: vecepti ably smal] pro- 
ductive capacity (4.5 million pounds per year) at $1.25 per pound. 
This was rejected by the General Services Ailittiabeatiie: 

3. Your letter also indicates that you would— 


Like to inquire into the reasons behind the issuance of a certificate of accelerated 
tax amortization to Freeport by ODM. 
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The certificates of accelerated tax amortization were issued to the 
Freeport Sulphur Co. in conformity with the policy then in effect 
of issuing such certificates whenever it could be shown that a proposed 
capital investment would make a major contribution in the direction 
of helping the Nation reach published expansion goals. In this situa- 
tion there was no question but that the amount of nickel currently 
available was below the published expansion goal. Also, there was 
no question but that the proposal of the Freeport Sulphur Co. would 
make a definite contribution in the direction of reaching the published 
oal. Therefore, the certificates were issued. 

In this connection it should be noted that the incentive of tax 
amortization is of no benefit to a foreign corporation which proposes 
to participate in the program by expanding in a foreign country. 
Rapid tax amortization does, however, provide a domestic corpora- 
tion with immediate working capital by deferring taxes to a subse- 
quent year. Ultimately the taxes will be paid. 

4, Your letter also states that you are interested in learning— 

Why a GSA analysis critical of the Freeport proposal, referred to ODM by 
the General Services Administrator, apparently received no written reply. 

On checking the records I find that as your letter indicates, the 
General Services Administrator did forward to me a report prepared 
by a member of his staff which dealt critically with the specific details 
of the then current proposal from the Freeport Sulphur Co. That 
proposal involved the payment of a substantial premium over the then 
existing market price. 

During this period, I had a good many conferences with the Ad- 
ministrator of General Services relative to the nickel-expansion pro- 
gram. I am confident that the staff report which the Administrator 
of the General Services Administration had forwarded to me was dis- 
cussed by me with him. Iam sure that I concurred in his feeling that 
the current Freeport proposal went beyond the point I felt it was 
necessary to go in order to provide an incentive that would lead to 
increased production. 

Asa result of our discussion, the Administrator of GSA continued 
his negotiations with the Freeport Sulphur Co., and as you know 
he finally entered into a contractual arrangement which committed 
the Government to buy not at a substantial premium over the existing 
market price but at the market price. 

Mr. Chairman, those were the questions that you raised with me on 
the communication you addressed to me on July 2, 1958, and as you 
know, these were responses that I made in this memorandum, and then 
spent some time discussing the responses to your questions with you, 
and with members of your staff in August of 1958. 

Mr. Brooxs. Thank you very much. 

Now, Doctor, it was the responsibility of the GSA, actually, to work 
out the details of the contract in conformance with the guidelines set 
out by ODM ? . 

Secretary Fremminc. That is right. 

Mr. Brooxs. And that is what they did. And they improved that 
contract which you, at that time, thought could be improved. 

Secretary FLemmine. Well, they—are you referring to the last state- 
ment that I made? 
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Mr. Brooks. That is right. 

Secretary FLEMMING. "They commented, as my statement indicates, 
in writing, on a proposal that had been submitted by Freeport: to 
GSA, and Mr. Floete and I, in discussing the matter, were in agree. 
ment on the fact that the original F reeport proposal was one that we 
should not accept, and consequently the Administrator of GSA eop. 
tinued negotiations and finally entered into the contract with which 
you are familiar. 

Mr. Brooks. And which is somewhat better than the one you were 
dubious of ? 

Secretary Firemorne. It is better. There is not any question about 
that—from the standpoint of the Government. 

Mr. Brooks. You talked about the report from Dr. Townsend. 

I have here a copy of an additional letter that he apparently sent to 
you on March 8, 1956, addressed to you as Director of the ODM. And 
he sent the draft of a conversation he had had with a Mr. W ingate, of 
the International Nickel, indicating in this memo, in his letter to you, 
which you probably recall, but I want to say to make it perfectly clear, 
it says: 

I am sending herewith a draft of a conversation had with Mr. H. S. Wingate. 
president, International Nickel Co. on February 14, 1956, and a similar conyer- 
sation with Mr. Langbourne Williams, president, Freeport Sulphur Co., and Mr. 
R. C. Hills, their vice president 

The results of these two conversations are not necessarily a part of my report 
on the nickel situation. Nevertheless, they contain some additional informa- 
tion which you may find of value in your deliberations on this subject. 

On page 2 of your letter to us, where you quoted Dr. Townsend's 
letter on it being questionable whether demand can be supplied from 
Canadian deposits and development of Cuban ore is indicated, as to 
whether demand could be supplied from Cuban deposits, this letter 
seems to indicate that there were several more ee bases for 
relying upon those Canadian deposits in that, on page 1, No. 1, in this 
conversation with Mr. Wingate they pointed out the ny i id found un- 
expected rich ore bodies in the Sudbury district that had been pre- 
viously overlooked, and in item 3 he stated they are continuing their 
explor: ation work at the rate of $5 million a year and had made an 
important strike in the region of Mystery Moak Lake in northern 
Manitoba. 

I wondered if you had considered that in your reply tous? 

Secretary Ftemmine. I assume at the time I made that decision I 
had considered it, and I would like to say this, even though it could 
be shown categorically, which I am sure it could not. be, that the 
demand could be supplied from Canadian deposits, I would have con- 
cluded it was in the best interests of the United States from a national 
security point of view to develop this source of supply in Cuba, be- 

‘ause there was no question in my mind that if we were going to be 
a wed in the strongest possible position that we should broaden the 
mobilization base of nickel and that. we should get ourselves in the 
position where we could depend upon a supply from an American 
company. 

Mr. Brooxs. And this is the paper submitted to the DMB, to which 
you referred in your letter. 

Would you see if that is the one. We have previously diseussed 
this paper. 
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I want to be sure we are talking about the same carefully prepared 


icates, staff paper which Mr. Curtis and I had discussed. 

ort to Secretary Fiemminc. To the best of my recollection, that is the 

AgTee. paper to whichI referred. _ bop 

lat we Mr. Brooxs. I wondered if you considered the possibility of re- 

L con. serves on these nickel supplies, in comparison with the reserves of 

Which Bethlehem and Freeport, available under a proposed expansion. 
Secretary FLemmine. Consideration of the Bethlehem proposal was 

| were on the basis that I indicated in this communication. 
Bethlehem, in effect, proposed that we deviate from the policy that 

about had been followed consistently in connection with the administration 


ofthe Defense Production Act. 
That proposal was given, as I indicated here, very careful and 


ent to serious consideration by me, and I arrived at the decision I did arrive 
And | at after consultation with the Defense Mobilization Board. It was 

ite, of a decision consistent with the fiscal policy of the administration at 

D You, that time. 

clear Mr. Brooxs. Mr. Jones ? 


Mr. Jones. Just what do you mean, reconciled with the policy? 
eis Secretary FLEMMING. At that time, if you will recall, we were in a 
‘onver. | riod of inflation, and the definite feeling was that the Government 
nd Mr. should refrain from making loans, and also should refrain, wherever 
| possible, from guaranteeing loans. This was the definite policy that 





report was being followed by the Treasury, and the Secretary of the Treasury 

orma- . Y; ana ; ar) 
was a member of the Defense Mobilization Board, and at the meeting 

send’s of the Defense Mobilization Board he made very clear to me what 

a : the overall policy was, and I saw no reason to deviate from it. 

a om Mr. Brooxs. At the October meeting of the DMB—and I am quot- 

letter ing from the minutes— 


as, for The first part of the meeting was given over to examining the status of 


n this nickel-expansion programs in prospect on the part of Bethlehem Steel, Interna- 
: tional Nickel Co., Freeport Sulphur Co., Falconbridge Nickel Mines, Ltd., and 

d un- others. 

1 pre- Particular attention was devoted to the Bethlehem Steel Co.’s proposal which, 

their =| among other things, involves the extension of a line of credit at 4%4 percent 

de an from the Export-Import Bank. There was substantial sentiment among the 


Board members favoring a thorough exploration of the possibilities outlined 
thern | in the Bethlehem proposal, since, in many respects, this proposal appeared 
beneficial to the Government. 


They went on to say the Board recommended that the Office of 


ion I Defense Mobilization contact the Export-Import Bank concerning 
= details and explore it, and I quote— 
' = with a view toward seeking agreement on a Government statement of policy 
: which would have the effect of amending the present ODM policy statement with 
—_ respect to the nickel-expansion program. 
a. be- 
a he They later met in November, and it is your feeling after that 
vs hie exploration, they agreed that the loan program was not desirable? 
tiie retary FLemmine. That iscorrect. —__ ' 
ian Imade a public announcement of that decision on November 8, 1956. 
Mr. Brooks. You were aware, all of this time, of the increase in 
aa | Inco production at Moak Lake, and this made no difference to your 
|  tliversification of the productive capacity ? 
Secretary FLemmine. I had a definite conviction that we as a nation 


ussed =| oe C 
! should broaden our mobilization base on nickel. 


41108—59——__15 
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Mr. Brooxs. This is a copy of your release of the 8th. We do not 
need to include it in the record. Your statement was absolutely 
correct. 

I wondered, Doctor, why you seemed so definite against a loan 
program, taking into consideration the fact that it is my understand. 
ing that losses have amounted to only one one-hundredth of 1 percent 
and I noticed in the paper recently the Export-Import Bank made q 
profit last year of $80 million. 

Secretary Firemmine. I a omiger? the fact that a fiscal policy of 
that kind ean be argued on both sides. I respect the views of those 
who would argue against the policy that we followed. But I simp 
point to the fact that we did follow it consistently, and, on balance 
I think it was a sound policy to follow. 

Mr.’ Brooks. Of course it is interesting to me to point out, as a 
commentary on that fiscal policy, that the Secretary of the Treasury 
at that’ time, Mr. Humphrey, said that tax amortization had cost 
the Government about $3 billion in interest, and other officials indi- 
cated the guaranteed-loan program had earned about $24 million 
for: the Government. 

We cannot blame you for the entire fiscal policy, of course, but I 
can see where it must have been a consideration for you. 

Secretary Ftemmine. Mr. Chairman, the Secretary of the Treas- 
ury and I did not always see eye to eye on the tax-amortization part 
of it. I feel the tax-amortization program made a real contribution 
to the strengthening of our mobilization base. The Secretary of the 
Treasury had some question about it. But nevertheless, I feel the 
record will indicate pretty clearly it did contribute to the strengthen- 
ing of our mobilization base. I think it was a good policy. 

Mr. Brooxs. The tax amortization ? 

Secretary FLtemmine. Yes. I think the Nation gained as a result 
of it. 

Mr. Brooxs. Are you aware of the Attorney General’s report of 
May 8, 1957, regarding accelerated tax amortization, which says it 
amounts to an interest-free loan to the amount of the tax liability 
which is deferred to later years and therefore must be treated asa 
subsidy to that amount ? 

Secretary Fiemminc. I appreciate that some argued along that 
line, but I cannot help but recognize the fact that in most instances 
the companies that received the tax-amortization certificate will be 
paying taxes, and it is conceivable that over a period of 20 or 25 years, 
they may pay more than they would have paid if they had not utilized 
the tax-amortization policy. 

But the fact is, we had the policy. We applied it in accordance 
with rules that were known to everybody. And I feel that it was 
administered in a very fair and equitable manner. I have no apolo- 
gies for it at all. 

Mr. Brooxs. None whatsoever. We would not expect you to apolo- 
gize for anything you did in good faith. Nobody would. 

Secretary Fremmine. Well, I have no apologies for the policy 
itself, which was a congressional policy which we administered. __ 

Mr. Brooks. Do you think the loan program has been helpful in 
the development of our industrial base? 

Secretary FLemmine. Which loan program ? 
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Mr. Brooxs. The Export-Import Bank industrial-loan program. — 

Secretary Ftemmina. I make a general observation that I think it 
has been helpful, but I have not been closely associated with it. 

Mr. Brooks. I wondered, Doctor, did you consult with regard to 
the advisability of the Freeport contract with Mr. Brownlee? 

Secretary Firemmine. I did not. 

Mr. Brooks. He was your financial adviser, was he not? _ 

Secretary FLemmine. He was a special assistant to the Director of 
QDM. He served—he started to serve as a special assistant with 
me—well, soon after I took office, in April 1953, and made it very 
clear at the outset that he would have nothing to do with anything 
that involved Freeport Sulphur. 

Mr. Brooxs. He had been connected with them ? 

Secretary FLemmine. At that time he was one of the managing part- 
ners of J. H. Whitney & Co., and as you know, Mr. Whitney was the 
chairman of the board of Freeport Sulphur. 

Mr. Brooks. Did you 

Secretary FLEMMING. And Mr. Brownlee made it very clear back in 
April 1953 that he would have nothing whatever to do with anything 
involving Freeport Sulphur, and he held rigidly to that position. 

Mr. Brooxs. Did you consult with anyone on the Board? 

Secretary FLemmine. I did not. The only person who came to see 
me, in connection with this, was the then president of the company, 
Mr. Langbourne Williams, and he came from time to time to discuss 
the basic policies involved with me. He was a very effective advocate 
of his point of view, but he always, I felt, handled himself in a very 
appropriate manner. 

r. Brooks. I am glad you have that high regard for him, Doctor. 
I really meant, in the question, I had reference to the Mobilization 
Board, not the board of directors of the Freeport organization. 

Secretary FLemmina. I see. 

Mr. Brooxs. But what I meant to ask, and you misunderstood the 
import, though the answer was interesting, was did you consult anyone 
on the Board after receiving Mr. Floete’s letter of February 1957, 
when he and his statf were somewhat critical of the proposal. 

Secretary FLemmina. I do not recall any discussion. 1 used the 
Board to advise me on policy. I had made the policy decision. It 
was then up to Mr. Floete to work up a contract within that policy 
decision. So to the best of my recollection I did not consult with 
members of the Board after having made the policy decision. 

Mr. Brooxs. From then on it was your responsibility and you exer- 
cised it to the best of your ability, and that is it. 

Secretary Ftemminc. From there on out, having made the policy 
decision, it was Mr. Floete’s responsibility to work out the terms of 
the contract. 

Mr. Brooxs. Of the contract. 

Secretary Ftemmine. That is right. 

Mr. Brooxs. Mr. Wallhauser, did you have some questions of the 
distinguished Secretary of Health, Education, and Welfare? 

Mr. WatiHavser. I have no questions. 

Mr. Brooxs. Mrs. Weis? 

Mrs. Weis. I have no questions. 

Mr. Brooks. Mr. Jones? 
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Mr. Jones. I have one question. 

Mrs. Pfost, of Idaho, yesterday testified that there had been eop- 
tracts for the Calera Mining Co., which produced about 214 million 
pounds per year. 

Do you know whether, during the intercourse with the Genera] 
Services Administration there was ever any consideration given to the 
extension of this contract, under 

Secretary Fiemmine. Might I ask Mr. Kendall, General Counge| 
for OCDM, and who was General Counsel for ODM, to comment on 
that? 

Mr. Jones. Yes. 

Mr. Kenpatt. To the best of my recollection, by the time that con- 
tract ran out by its terms, our situation on cobalt was ample and we 
had no justification for making a further contract. 

Mr. Jones. There has been justification on the contract under dis: 
cussion for cobalt. 

Mr. Kenpauu. There are two discussions. 

First, this contract was made considerably earlier, and the second 
distinction is what we were after was nickel. The cobalt was just 
part of it. 

Mr. Jones. I don’t understand it. 

You have a going concern out in Idaho. Why was it necessary to 
put up these pilot plants and obligate the Government further, when 
they had a source available in the United States for the acquisition 
of cobalt ? 

Mr. Kenpatt. The pilot plant was for acquisition of nickel. The 
process being tested was for the extraction of nickel from the ore. 
The situation on cobalt was not changed. 

Mr. Brooxs. Any further questions ? 

Mr. Jones. No further questions. 

Mr. Brooxs. Doctor, we enjoyed having you and Mr. Kendall, your 
counsel. 

I hesitate to try and rush into the presentation of your testimony, 
Mr. Croston, and I would like very much to adjourn until we can 
catch a sandwich and attend the joint session and te back by 2 o'clock 
and take about an hour. 

I ean I think conclude with Mr. Croston and terminate the hearing 
without trying to cram it into 30 minutes. 

So we will stand adjourned until 2 o’clock this afternoon. 

(Whereupon, at 12 o’clock noon, the subcommittee adjourned, to 
reconvene at 2 p.m. of the same day. ) 





AFTERNOON SESSION 


Mr. Brooxs. The subcommittee will please come to order. 

Mr. Croston, we are delighted to have you, sir. If you will come 
up and sit down, we will be pleased to have your testimony. We have 
a couple of other Members of Congress, may I say too, Mrs. Weis and 
Mr. Wallhauser, who have indicated they wanted to come over and 
I trust they will be here before we conclude our testimony from Mr. 
Croston. We have told them in advance that we are going to meet. 

We would be pleased to hear them then. 

Mr. Croston, your name is John Croston. IT wanted the committee 
to know that our witness is a veteran professional engineer with wide 
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experience, educated at Leland Stanford University, University of 
Colorado School of Mines, as a mining engineer and took special 
courses at Harvard University and Massachusetts Institute of Tech- 
nology, and studied corporation finance and business statistics. 
Served with Corps of Engineers in AEF, World War I. ; 

He has had 25 years’ experience with various mining companies, 
manufacturing, investment, and utilities firms. ; 

Government services 1940 to date includes Deputy Director, Tin, 
ead, and Zine Division, War Production Board; Chairman, Lead 
Committee, War Production Board ; Secretary, Mineral Resources 
Coordinating Committee; adviser to State Department at Inter- 
national Conferences on Tin: Director, Metal and Minerals Division, 
National Security Resources Board; consultant for mineral raw ma- 
terials, President’s Materiels Policy Committee; consultant and later 
program director, Defense Materials Procurement Agency. po 

He is now the Director of Economic and Marketing Research Divi- 
sion, Defense Materials Service, GSA. 

Apparently he is a qualified expert in these fields. 

I thought it particularly interesting that we had with the GSA 
a man of such varied background and experience in the engineering 
and investment field. 

It was an unusual combination for me to be aware of. He might 
have a medical degree on the side that I do not know of. 


FURTHER STATEMENT OF JOHN CROSTON, DIRECTOR, ECONOMIC 
AND MARKETING RESEARCH DIVISION, GENERAL SERVICES 
ADMINISTRATION 


Mr. Croston. I am sure you will find some other very well qualified 
people also in the GSA in the engineering line. 

Mr. Brooks. You are very kind. 

Was that essentially what your position is and your background ? 

Mr. Croston. At present I am engaged in an effort—I do not know 
how successful it will be—to get rid of the odds and ends of materials 
in the stockpile that are surplus to our needs. 

Mr. Brooks. What position did you hold during 1955, 1956, and 
1957, sir ? 

Mr. Croston. I was doing engineering work in the Engineering 
Branch at that time. 

Mr. Brooxs. You have specialized in metals ? 

Mr. Croston. In metals for about 40 years. 

Mr. Brooks. Particularly nickel ? 

Mr. Croston. Well, copper, lead, zinc, nickel, and tin. 

Mr. Brooxs. You are familiar with the Cuban ore deposits? 

Mr. Croston. Yes. 

Mr. Brooks. I wondered, sir, to get back to this problem between 
the Freeport contract and the Bethlehem contract and the merits of 
them, it occurred to me that you might have been familiar with the 
contract and might know whether or not there were any provisions in 
the GSA contract for the protection of American-flag vessels, in haul- 
ing Cuban ore, as I understand is required under Public Law 664 

Were you familiar with that ? 

Mr. Croston. I do not believe there were. 
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Mr. Brooks. Perhaps Mr. Pike, Associate General Counsel for the 
GSA, might answer. Do you recall if there was any provision on that} 

Mr. Pike. Whether it was the—what was that question again? 

Mr. Brooks. If there was provision for the protection of American. 
flag vessels hauling ore from Cuba to the United States under Public 
Law 664? 

Mr. Prxr. You mean in connection with the Freeport contract? 

Mr. Brooks. Yes; in that contract did it provide that they 
would 

Mr. Prxe. No. 

Mr. Croston. I do not think it specifically provided. I understand 
the company was to have a ship of their own, and presumably it 
would be an American-flag ship. I donot know, but there was nothing 
in the contract. 

Mr. Brooks. There was nothing in the contract, and you are familiar 
with it. 

Now, as between Freeport and Bethlehem, could you state the rela- 
tive size of their ore deposits, sir?’ That isin Cuba. They may have 
others that I am not familiar with. 

Mr. Croston. If you include—are you talking now of Moa Bay 








or 

Mr. Brooxs. Both ways, if you have it. 

Mr. Croston. All of the deposits of tonnage at Freeport are prob- 
ably on the order of maybe 15 percent of that Bethlehem—that is, if 
you include the Nicaro and Moa Bay both. 

Mr. Brooxs. If you included only the Moa Bay, what would it be 
then ? 

Mr. Croston. Approximately 10 percent. In other words, Bethle- 
hem is approximately 10 times larger. 

However, the nickel content of the Freeport ore I believe would av- 
erage higher than the average content of all the Bethlehem ore because 
the ores for Freeport, I believe for the most part, were selected with 
an eye to their nickel content. 

Bethlehem, understand that, unfortunately, has never been inter- 
ested in nickel and they are an iron-ore-consuming company and they 
have no interest in nickel or nickel production which is one of the 
difficulties the GSA had, and DMPA had before it. We always had 
to importune the Bethlehem Co. to come in and talk to us. 

We almost had to barricade the doors when Freeport was around, 
almost every month. 

Mr. Brooks. Did they specialize in engineers or lawyers ? 

Mr. Croston. Well, they have marvelously capable engineers at 
Freeport. 

Mr. Brooxs. Good. 

We havea high regard for engineers. 

Mr. Croston. I have a very high regard for the technical people in 
Freeport. 

Mr. Brooxs. Did you, in line with your duties and position, follow 
the efforts of GSA in their efforts to negotiate for a new supply of 
nickel ? 

Mr. Croston. Yes. Actually it preceded that, because in the 
DMPA which was one of the agencies liquidated and taken over by 
GSA, they were charged with the responsibility of seeking out, on 
a worldwide basis, all potentially valuable sources of nickel. 
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And with that in mind, we had engineers visit practically every 
country of the world to see if there were any worthwhile deposits of 
nickel that might be put into production. 

After looking things over, we found one deposit in Brazil, another 
deposit in Venezuela, in addition, of course, the Canadian ones and 
the Moa Bay deposit, of course, which was not new, and had been 
owned by Freeport for 15 years, but represented another source, and 
also we knew the Bethlehem work. 

So that when these matters came to GSA, the GSA was thoroughly 
familiar with the potential sources of new supply that were available 
in the world and they have kept close touch with that ever since. 

In the DMPA we financed a study of lateritic deposit in Venezuela, 
and decided against it at that time. It was one that was controlled 
by International Nickel and we did not feel at that time we wanted 
to pay the premium price that would be necessary to put the deposit 
into production. 

Mr. Brooxs. Did you think the last announced expanded goal for 
nickel was fully warranted, the 440 figure, sir? 

Mr. Crosron. I would prefer not to go into that. I have been 
around Washington for 20 years and I am fairly familiar with the 
hysterics that go on on Capitol Hill and in the agencies regarding 
the supplies and shortages of nickel and other metals. It is a constant 
seesaw. 

Jukebox manufacturers come in and cry they have not enough 
nickel to plate their jukeboxes and the committee gets worried about 
it or somebody else comes in and the committee says there is a 
shortage of something else, so there is a seesaw up and down. 

Mr. Brooxs. I mean your personal opinion. 

Mr. Crosron. It strikes me there was no essential shortage of 
nickel but what we were trying to do was to superimpose an expand- 
ing defense demand for nickel upon a civilian demand and then upon 
the top of those two demands, superimposing a demand for stockpil- 
ing and then trying to create a goal to meet all three, which would 
result in our having a surplus of production of nickel and, conse- 
quently, troubles in the industry at a later date—as we have had in 
other metal-producing industries as a result of the expansion. 

Now, in the long run, I do not think this is bad. I think we are 
going to need this nickel in the future. But there is going to be a 
short period—a few years that will be required to take up the slack. 
We now have a capacity materially in excess of needs and that situa- 
tion is going to be aggravated next year when International Nickel 
comes in. It is a cinch, in my opinion, that International Nickel 
would not put their own money into Manitoba, if they did not think 
they were going to sell the nickel, and they are not going to sell 
Manitoba nickel at the expense of Sudbury nickel. They have a 
tremendous industry, a tremendous ore reserve at Sudbury, and they 
think this is going to be enough business to keep their Sudbury opera- 
tions going and their Manitoba operation for it. So, ultimately 
there will be a requirement for it. My personal opinion has always 
been we did not need to expand as fast as we did. In 1953 I wrote a 
report for Howard Young in the DMPA which was sent to ODM 
at that time predicting at the rate we were going and the contracts 
we Were envisioning making, that we would have a terrific surplus 
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of nickel-en hand in the stockpile that we would not know what to do 
with it before 1958. 

Whether my opinion as to the supply was right, as against thog 
of people in other agencies, I think the situation will determine. 

But everybody is entitled to their own opinion on these matters 
and many people honestly differed with me and people perhaps of 
equally good qualifications, in looking at the matter felt differently 
but it was just my personal opinion that we were getting a little too 
hysterical about nickel. 

Mr. Brooks. You are familiar with the Freeport process for ex. 
tracting nickel ? 

Mr. Croston. Yes, in a general way. 

Mr. Brooks. Is it not true that the process was not entirely success. 
ful during the time that you followed it? 

Mr. Croston. No; I would not say that. 

Mr. Brooxs. Do you think the process is absolutely sound ? 

Mr. Croston. I will say this: That the Freeport Co. made allega- 
tions that their piloting, on an insignificant scale, was sufficient, and 
that they knew all about it, and that they could build a plant. 

I would point out the fact that we had a resident engineer down 
there all the time, who reported every week to us, and from the time 
they started the plant, until it shut down, they had nothing but grief, 
due to inexperience in design of the equipment, using equipment that 
was unsuitable, having all sorts of trouble from corrosion, from 
erosion, and from settlement of heavy solids in pipes. 

These are the things that were not the fault of the engineering 
staff. They were things that you would necessarily expect—at least 
the engineers would expect to have occur. 

Of course the promoters of the idea would blissfully overlook all 
those things, in selling an idea, but the engineers knew they had a 
tough job and they were a capable group and over the period that 
the pilot plant operated they overcame these problems one by one, 
and by the end of the job they were getting a good recovery of nickel 
and of cobalt and doing a fairly steady operational job. 

But at the start they had all sorts of trouble. If they had built 
that plant without piloting it first, they would probably have spent 
a year or a year and a half trying to get it to run down in Cuba and 
Port Nickel, and they probably would have capital expenditures for 
reinstallation and changes that would amount to millions of dollars. 

They were absolutely not competent to build a plant that would 
run from scratch, without piloting it, and the pilot plant proved it. 

Mr. Brooks. And you think the pilot plant was a necessary ex- 
penditure. 

Mr. Croston. I say the pilot plant was definitely useful to Freeport. 
I do not think it was a necessary expenditure. But it was definitely 
useful to Freeport and they should admit it. Our plant engineer in 
the plant reported every week what went on and what went wrong 
and if they say they did not need piloting our files would controvert 
that absolutely. 

It was definitely useful to them and helped them produce the 
process. They bought a pig in a poke when they bought this process. 

Calera was a nice little mining company when it started and they 
got in a $12.5 million hole because they bought a pig in a poke. 
They bought the “Chemico” process and the thing never worked 
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properly and they finally had to junk the main portion of the 
éChemico” process before they were able to turn out decent cobalt at 
the same time. The plant, instead of costing them a couple of mil- 
jion dollars, cost $614 million and even before they were through they 
were $12.5 million in the hole. 

They had two contracts with us for cobalt, and this company could 
not deliver an acceptable grade of cobalt, and we had to make new 
contracts with them and accept a lower grade of material. 

Mr. Brooks. When it was determined that no loan would be avail- 
able to Bethlehem to build its ores te plant, what other people or 
companies were left with which the GSA could negotiate contracts 
with, for ODM? 

Mr. Croston. Nobody on our part of any consequence. The gate 
was shut to us. We had nobody else to deal with. 

Mr. Brooxs. Normally in your investment and engineering ex- 
perience have you found it more difficult to get a fair contract when 
you had just one man to deal with, or where you had an option to deal 
with three or four ? 

Mr. Croston. Well, you are not on very good bargaining ground 
when you are held in. I think the Administrator did an excellent 
job, considering the handicaps he was operating under. He had to 
make a deal with this firm and he did the best he possibly could. It 
was a big improvement over the original proposal and that proposal 
was a very big improvement over earlier ones. This goes back a long 
time. 

Mr. Brooks. Yes. 

Mr..Croston. The first proposal they had was 1952. They made it 
toDMPA. DMPA was run by Howard Young and a group of engi- 
neers. They threw the proposal out of the window ; it was so preposter- 
ous. Later, when DMPA was liquidated, they came back in 1953 to 

toGSA and have been at it ever since. 

Perhaps the trouble goes back to the Nicaro plant in World War IT, 
when the Government made the error of putting up the $33.5 million 
plant on Freeport’s ore body; instead of having a deal buying the 
ore body from them and setting up a company, they built a $33.5 
million plant on the company’s ore body. 

Mr. Brooxs. I could not agree with you more. 

Mr. Crosron. So they were stuck. They made five or six other 
errors. They built a pilot plant for them and did not do anything 

roper about the patent rights that might come up in the course of 
didoment, and several other things. 

Mr. Brooks. We should have had you earlier. 

Mr. Croston. The files are voluminous on the early days and the 
troubles they had. 

Mr. Brooks. This committee has felt for a long time the Nicaro 
project would have been a better plant if before the Government built 
the plant they had made arrangements to secure an adequate supply 
of ore before we invested in a plant that would process somebody else’s 
ore without them looking down our throat. I agree with you. I 
thought it was very poor planning. Somebody was not anticipating 
the future desirability of sale to private industry or continued 
operation. 

Now, I have here a statement I think appears pertinent and which 
we ought to include in the record. 
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On August 14, 1951, the Defense Mobilization Director, Charles R 
Wilson, then issued ODM-11, which reads in part as follows: 

No. 3. The determination of amortization percentages shall be closely relateg 
by the Defense Production Administration to the provision of other financig) 
incentives by the Government to encourage the construction of facilities, sue, 
as direct Government loans, guarantees, and contractual arrangements. The 
objective shall be to use these incentives separately or in combination to secure 
the needed expansion at minimum cost to the Treasury. 

It seems to me that is the problem that we have been dealing with 
as to whether we have loans or other objectives, as stated by Wilson, 
what the minimum cost would be to the U.S. taxpayers, by using 
them in combination or individually or all of them. 

Mr. WautiHAuser. Excuse me, Mr. Chairman 

Mr. Brooxs. Mr. Wallhauser. 

Mr. Watiuavuser. That was a directive, but it was carefully con- 
sidered, as I understand Dr. Flemming’s testimony this morning. 

Mr. Brooxs. This directive was issued August 14, 1951, by the 
Mobilization Director. They subsequently changed this policy ap- 
parently in accordance with what Dr. Flemming said. This policy 
points out the difference between what he was doing and what the 
Board had previously gone by under Wilson’s feeling that the objec- 
tives shall be to use these separately or in combination to secure the 
needed expansion—whether you agree it was needed—at the minimum 
cost to the Treasury. 

Dr. Flemming may have felt that it was worth the difference in 
cost. I donot know. 

Mr. WatiHavuser. It was a different climate, according to Dr. 
Flemming, in 1956. 

Mr. Brooxs. With your background, you are familiar with the 
proposals that have been advanced by Freeport and Bethlehem, and, 
as a man of considerable professional standing and as a businessman 
with some background in these matters, which of these proposals 
seems to be in the best interest of the Government ? 

Mr. Croston. Well, I very definitely thought the Bethlehem one 
was. 

Mr. Brooks. Why, sir, did you feel that this was the best proposal 
to start work with ? 

Mr. Croston. Because it involved no obligation to purchase mate- 
rial which we might or might not need, for one thing. 

Secondly, we only had to guarantee an Export-Import Bank loan. 
The Export-Import Bank would make a profit on it. The Govern- 
ment liability, in guaranteeing a loan for an organization like Beth- 
lehem, would be almost infinitesimal. Bethlehem had a project that 
was perfectly workable; they had large assets down there. They 
would not let the thing go down the drain. That was a cinch. So 
there was every chance in the world it would be a highly profitable 
deal for the Government from the standpoint of the loan and the 
fact we would not have to put up any money. 

Now, Bethlehem, unfortunately, is not. interested in producing 
nickel. That is unfortunate from the GSA standpoint. t think it 
is very fortunate from the standpoint of some of the other producers, 
because Bethlehem has ore reserves substantially greater; they have 
financial ability; they have two processes, either one of which would 
be perfectly feasible. 
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It is a strange organization in many ways; remarkably capable, 
they seem to have a stand-in for every important man in the company, 
0 if anything ever happens they have a well-trained man in his 
Jace. When they do research, they have ample funds. So, when 
tackling the lateritic deposits down in Cuba, they had two laboratories 
working simultaneously but separately from each other on different 

rocesses. Very few firms could afford that type of research. 

Over the years Bethlehem has spent probably 5 times as much or 10 
times as much as any other organization for lateritic research. They 
have been at this since the turn of the century. They have two wet 

rocesses, a thermal process for pyrometallurgy and everything else, 
and there is very little about the treatment of these laterites that they 
do not know. 

Mr. Brooxs. I show you a memorandum dated February 5, 1957, 
entitled “Technical and Financial Analysis of the Nickel Proposal of 
Freeport Sulphur Co.” You may not have a copy. Are you familiar 
with this document? 

Mr. Croston. Yes. It is one I prepared, in conjunction with Mr. 
Saftlas, who gave me some assistance on the figures. 

Mr. Brooxs. This is a document that you prepared ? 

Mr. Croston. Yes. Along with Mr. Saftlas, for the Administrator. 

Mr. Brooxs. For the Administrator ? 

Mr. Croston. For the Adminstrator—well, for the Administrator, 
by way of Mr. Weaver, who at that time was the Commissioner at DMS. 

Mr. Brooxs. Would you do us the courtesy of summarizing the 
various findings and conclusions of this paper, which you have there? 

From your knowledge of it, can you follow it? That is a repro- 
duction. It is not as clear, perhaps, as the original. 

Mr. Watiuavser. Just to clear my mind, Mr. Chairman, is this 
the original proposal of Freeport ? 

Mr. Croston. It is not the original. It isthe proposal of January 10. 
There were half a dozen proposals before that, going back to 1952. 

Mr. WatiHauser. This was not the final one? 

Mr. Croston. The final one was simply a tightening up of this, 
money wise and otherwise. 

Mrs. Wets. Is that the 90-cent figure you are using there? 

Mr. Croston. No. This one here said the October 17 proposal called 
for 90-cent nickel, plus escalation, and cobalt at $2.60. 

Mr. Brooxs. That was the earlier one? 

Mr. Croston. That was the earlier one. 

Mr. Watiuauser. In other words, do I understand Mr. Croston 
made recommendations on the original proposal which were more or 
less taken by the Administrator in his negotiations; is that correct? 

Mr. Croston. Yes. This one here has to do with Freeport’s pro- 
posed offer to the Government of nickel at cost, between 80 and 90 
cents, based upon capital cost of the plant, and they trimmed the price 
of cobalt down to $2.35. In other words, this was intermediate be- 
tween their earlier offers and their final results. It came down from 90 
to 80 to 74, and from $2.60 to $2.35 to $2 for cobalt. 

Mr. Brooxs. This is the January 10 proposal, which is the last 
official proposal of the Freeport Sulphur Co. There have been several 
prior to that. This is the last official proposal. This was not recom- 
mended by either Mr. Croston or Mr. Floete when it was submitted to 
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the ODM. Subsequent to that they had these oral negotiations anq 
discussions which Mr. Floete talked about, and Mr. Pike indicated 
they talked about it informally, and came up with the resultant cop. 
tract. The exact changes are pretty obvious. 

Essentially there is a change from 90 to 74 cents in the cost, and 
they do not require the Government to pay over 74 cents on their 
mandatory taking. But on the Government’s calls they do have to 
pay for the increase. That is essentially the difference. 

Mr. Watxiuavser. Did Mr. Croston participate in the negotiations 
after this record? 

Did you participate in these oral discussions ? 

Mr. Crostron. I participated in all the discussions through this ye. 
port and for some time thereafter, but I do not believe, Mr. Pike, I was 
in on the last week or so, but up pretty much to the end of it, do you 
not think? ; 

Mr. Prxe. You were in at least part of the discussions in the last 
week, leading up to the contract. I cannot remember that any more 
closely. } 

Mr. WatiuaAvser. So you did follow it up to the very end. That 
is the point I wanted to make. 

Mr. Brooxs. I wanted him to explain and summarize this report. 
Are you completed ? 

Mr. Watunauser. Yes. 

Mr. Brooks. Would you proceed, Mr. Croston ? 

Mr. Croston. In brief, the report pointed out, on the basis of the 
figure they presented, it would yield them too high a profit, and that 
their cost figures were loaded to the extent of 20-odd million dollars 
that had no place in the deal, and as a result of considerable argument 
back and forth most of those items were trimmed down and Mr. Floete 
finally came up with a deal at 74 cents, and $2 for cobalt, and a redue- 
tion in the estimates of costs and everything, and then a cash-return 
provision which would prevent them making a windfall profit during 
the life of this contract if the plant did not cost that amount of money. 
So, when this cash return is made, that ends the contract. I think that 
the final contract, as made, was the best possible contract that GSA 
could have made. 

Mr. Brooxs. With Freeport ? 

Mr. Croston. That is right. It took an awful lot of time. We had 
very skillfull negotiators on the other side, and it was quite a problem 
to come out as well as we did. Of course, the GSA is always fighting 
a rearguard action with potential contractors, you know, who would 
love to get the combination to the Federal Treasury safe, and you have 
to attempt to pare those figures, in reason, on these contracts. 

Mr. Brooks. Obviously, if you let them use pickup trucks instead 
of dump trucks when they haul it off, those will carry less. 

Mr. Croston. That is right. 

Mr. Brooxs. And you feel fortunate when you restrict them to the 
pickup-type trucks ? 

Mr. Croston. Yes. 

Mr. Brooxs. I share your feeling on that. Would you summarize 
page 3 forus. It wasa little difficult for those of us who just total up 
our bank balances occasionally. 
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Mr. Croston. The whole proposal in a nutshell was that Freeport 
was entering the nickel industry at the expense of GSA. They were 
putting up nothing of real significance. . 

They were going to borrow $110 million and throw in an iron ore 
property that cost them a relatively insignifi ‘ant sum of money. 
They, of course, had very considerable expenses in promoting the idea, 
and they also, I believe, purchased rights to use the process exclusively 
on Jateritic ores, which cost them something. 

But, all in all, the amount of money that they would really have put 
into this enterprise would be only a couple of percent, and practically 
everything else was going to come out of bank loans, which would 
never be made unless they got a fat Government contract. No bank 
would loan these people a dime with this process. If they tried to go 
and enter the nickel industry of their own free will, with this process, 
and went to bankers, they would be thrown out on the sidewalk. They 
had nothing. 

The only way they could go in was to have a complete guarantee 
against any loss from the Government: in other words, a contract for 
a very high price for the nickel, and then their engineers were fairly 
sure they could produce the nickel for considerably less than this, and 
it appeared they could pay off the bank loans without any trouble and 
that is what is resulting in this deal. 

By the time they will have delivered the nickel to us they will have 
paid off the major portion of the bank loans and will, in effect, have 
a going nickel business subsidized by the taxpayer. We will have, of 
course, gotten some nickel at 74 cents which may or may not be of any 
use to us. 

Maybe we can sell it for 74 cents and maybe we can’t. If they could 
have financed it without Government aid, obviously they would not 
have been at us for 5 steady years. 

Mr. Brooks. Now, “Additional profits through sales to subsidiaries” 
on page 6—I wonder how you reached that conclusion, sir ? 

Mr. Croston. Well, let us see. Do you mean on the sulfur? 

Mr. Brooks. Yes, sir. 

Mr. Croston. Well, that was just a rough estimate of the consump- 
tion of sulfur that they would have and the property, and approxi- 
mately the profit that we believed they made on sulfur, from their 
financial statements, and other sources. 

It was a rough projection of the fact that, on the amount of sulfur 
they would sel] them, they would probably make at least that amount 
each year, because they would sell it to this company certainly not at 
cost, but at the market, so there would be an intercompany profit there 
in addition to their regular profit. There is nothing reprehensible 
about that. 

Mr. Brooks. We are not against profits, you know. 

Mr, Croston. I have no fault to find with their doing this whatso- 
ever. That is perfectly legitimate. But I pointed out it is additional 
inducement to a lucrative deal. 

Mr. Brooks. The last paragraph here, “The Future Nickel Out- 
look,” I wonder if you would let me read that and then maybe you will 
explain it to us. —— 


Since the start of the Freeport pilot plant, the world outlook for nickel has 
changed. While the rising demand has foreed gray market prices up, there is a 
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definite relief in sight within 3 to 4 years and there may be, on this continent 
alone, so much nickel available by 1965 as to constitute, with Cuban and other 
offshore nickel, a glut on the market. 

Then you go into anlysis of the International Nickel proposal, | 
wonder if you would explain concisely what your feeling was jn 
making that statement. 

Mr. Croston. Briefly, at that time I was quite familiar with Ineo’s 
plans in Manitoba and, incidentally, the tonnage they proposed to pro- 
duce there is not the ultimate tonnage by any means. This is an 
initial installation. 

Mr. Brooks. Seventy-five million pounds? 

Mr. Croston. Yes. 

Mr. Brooxs. What is the eventual figure? 

Mr. Crosron. I don’t know, myself. But their ore reserves are 
quite enormous and certain portions of them are quite rich, so initially 
they will be working the higher grade material, and as time goes on 
they will expand the operation. But they are more than happy with 
the reserves. 

Mr. Watiuavser. Mr. Chairman, may I interpose something on 
this point? 

Mr. Brooks. Of course. 

Mr. Watimavuser. Just on this point where he talked about the fu- 
ture nickel outlook—apparently that was an opinion which was well 
based at the time, but I don’t think future events have proved it to be 
exactly accurate. So that I wonder whether this is worth—— 

Mr. Brooxs. The reason I thought it was interesting is because that 
was the time they were making the decision, and we have got to try 
and evaluate what, in fairness, was the position that a reasonable, 
prudent engineer with the public interest at heart would have decided 
then was essential. 

Mr. Watinavser. True. But he is talking about a gray market 
in this paragraph. 

Mr. brooks. Would you let me finish this sentence ? 

Mr. WatLHavser. Yes. 

Mr. Brooks. Since then, of course, the supply and demand have 
both increased, the supply more rapidly than the demand, I think by 
the tables and the reflective charts, but in fairness what I hope to do 
is establish what would be a reasonable presumption at that time— 
admitting had this been done in 1952 or 1953 there might have been 
no question about it. Because there was obviously considerable need 
projected for 2 or 3 years from that date. But, from the date this 
was agreed to, there seems to have been some reasonable doubt, as evi- 
denced by this man’s statement, who is a qualified expert in the field, 
that there would be a sufficiency of nickel on the market at a time 
when this plant could come into production. 

Now pardon me. 

Mr. Watiuauser. Yes. I just wanted to say didn’t Dr. Flemming 
this morning testify he wanted to broaden the mobilization base, 
which was a very compelling reason to me and I would like to make 
that point. 

Mr. Brooks. This is a fact. to consider—whether or not there was 
a surplus or shortage of nickel. Even if there was a shortage of 
nickel if it came from one supplier—— 
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Mr. Watiuavser. That is the point. 

Mr. Brooxs. You might well want to consider having another sup- 
lier because if one producer went out of production it might be a 
heavy blow. That is the reason this country developed Nicaro and 
spent a considerable amount of money there, so we might diversify 
that potential production. = 

Mr. WatiuaAuser. Both Mrs. Weis and I would like to say at this 
int on the record, on Nicaro, neither one of us was a member of the 
Subcommittee on Nicaro. _ : 

Mr. Brooxs. I think it is appropriate to make that clear at this 
oint. ; aa : 

Mr. WatLuAuser. So that any reference to Nicaro is inappropriate 
as far as we are concerned. We just didn’t know about it. 

Mr. Brooks. Did you have any further questions? 

Mr. WatiuAuser. No; that is all. 

Mr. Brooks. I wonder, Mr. Croston, if you would discuss your 
conclusions, which you reached on page 8. Particularly the last para- 
graph on that page, the second paragraph in your conclusions, a 
short paragraph, which seems concise to me. 

I would like to read it to you and see what you think. It says: 

In view of the future outlook for expanded nickel production from unsub- 
sidized sources, it does not appear that we are warranted in obligating the 
taxpayer to a commitment of upward of $300 million merely to get this one 
facility into operation. 

Mr. Croston. I hope I am not expected to apologize for that para- 
graph in view of the situation today. 

Mr. Brooxs. No. 

Mr. Croston. All right. 

Mr. Brooks. I do not think it is necessary for you to apologize for 
any paragraph. I would just like to know if you would like to expand 
on that, and at the time what you thought about it. At the time 
that was your thought about the future of the nickel industry and what 
you thought about spending millions of dollars to put one facility 
into operation. 

Mr. Croston. That is right. I recommended that nothing be done 
on the Inco proposal because I felt that International Nickel would 
finance the operation themselves and there was no point in making 
acontract with a company that was extraordinarily well financed to 
carry on its own expansion program. 

I think it is highly desirable to expand the mobilization base and 
have other producers besides International Nickel in the business. 
It is desirable to have producers in other countries than Canada, or 
at least in other locations than Sudbury, where you have an over- 
whelming concentration of world nickel production in one small city. 

We did that, to some extent, at Nicaro, and the contract with 
Freeport will accomplish that same thing, just as it would accomplish 
it in an identical way if we made the contract with Bethlehem. 

_ One reason I favored Bethlehem over other things is that Bethlehem 
isan iron and steel company. It is not interested in nickel and they 
have told us time and again they are not interested in producing nickel. 

They looked upon a plant that they would build in Cuba for us 
under this not as a nickel plant, but as an iron ore purification plant. 
They would get rid of impurities and produce something useful to 
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them. If they could sell the impurities, nickel and other things, ang 
get a profit, well and good. 

But they have an iron ore reserve there which is one of the large 
in the world. At the moment they did not need that iron ore. That 
situation might have been different if 10 years ago they had not 
developed the taconite industry. But now Bethlehem has a tremep. 
dous stake in taconite and they have had very great luck at their ney 
plant in Canada, in this new iron mine in Pennsylv: ania, one of their 
steel mills, and good luck in South American iron. 

So there is not the inducement to exploit this deposit for iron, and 
they did not care enough to build a plant to produce nickel whep 
they cannot use the iron resulting therefrom. 

Now, in their process, they will be able to use the iron as a by. 
product, which means once they are in business nobody can put them 
out of business by competition, because the nickel is a by product. 

In the Freeport plant they load the iron ore with calcium sulfate 
and aluminum sulfate, and it is unusable for use in the steel industry, 
so they have no byproduct credit. 

Mr. Brooks. You mean it would have less chance in a competitive 
world? 

Mr. Croston. In tough competition, yes. 
that tough competition any more. I think perhaps Inco does not want 
to have that tough a competition. But if it came to a showdown, Ineo 
still, and especi: ally with their added high grade in Manitoba, are in 
a very fine competitive position. 

Mr. Brooxs. They would not have been in nearly so fine a competi- 


tive position as opposed to Bethlehem, using nickel as a byproduct of 
iron ore processing. 


Mr. Croston. That isright. 

Mr. Brooxs. I notice in your report at page 9 you said the Freeport 
proposal included a cost item, patent royalties of $3 million. Was that 
cut out in the final contract? I do not remember seeing it in the final 
contract, and I wondered if you and Mr. Pike had made a special effort 
to get that out. 

Mr. Prxe. There was no special provision in the final contract about 
patent royalties. 


Mr. Brooxs. You mean they are not going to have to pay a patent 
royalty, or that they are? 


Mr. Pre. I don’t know, Mr. Chairman. All I said is there is no 
special provision in that contract. : 
Mr. Brooks. Yes. I heard the answer. I was just trying to get it 


clarified. 
Mr. Pr«e. I cannot give you that answer. 


Mr. Brooks. All right. ‘Now, you wrote some additional views, Mr. 


Croston, on February 21, and I wondered whether this was a copy of 
those notes here ? 


Mr. Croston. I believe so; yes. 


Mr. Brooxs. I want to look at the last paragraph in that. 
(The document referred to is as follows :) 


I don’t think we will get 


ADDITIONAL NOTES ON THE Proposal OF THE FREEPORT SULPHUR Co. 


In the tabular analysis prepared with the representative of the Controllers 
Division on February 19, 1957, the operating costs of Freeport ($120,170,000 
over the contract period) were taken as the basis of calculations. 
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To accept these costs at face value is to overlook many items, both of con- 
struction and operating costs, that could very materially alter the profit picture. 


OPERATING COSTS 


The actual operating costs, as estimated by Freeport, are $10,893,700 a year 
for Cuba and $5,212,900 a year for the United States. To this an additional 
$4 million a year has been added, of which $21,600,000 over the contract period 
is accounted for in the data the company forwarded. 

These charges Over the contract period are: 


1. Process TO se neitiotphsnetans a a aR a a a ____. $3, 000, 000 
9 Research and SN cnceses ciiebinans, oppeeaeinenetbitenineMasvas tH Ske 1. 800, 000 
@ General administrative and sales________-__----_-------~---_-- 5, 400, 000 
4, Replacement and revisions________- ‘stisineebaiciie Sadat mede te AA _.._.__ 6,000, 000 
NON ccc cere enna sco mene an aneremnetereente arcnanenenen eoamnrenennenoeiecesasiabaniale 5, 400, 000 


> 


These charges total 9.63 cents per pound of nickel that it proposes to sell the 


Government. 
1. Process royalties 

The Government has spent over $6 million on piloting the Chemico process 
in an attempt to make it technically and economically operative. This work is 
of very little direct value to the Government for the privately financed Bethlehem 
process and the existing Nicaro process can economically treat these ores by 
the ammonia or nitric acid process. The principal beneficiary will be Freeport, 
for it will make possible for them to use a sulfuric acid process whereby it can 
sell to the Moa Bay operation approximately a million tons of its own sulfur 
production with an additional profit to Freeport of about $6 million on top of 
the nickel profits. In addition, Freeport should be able to save money on the 
construction of the proposed plant through better design, better recoveries, and 
presumably lower unit operating costs. 

Notwithstanding the Government’s expenditures, we will be asked to pay about 
1% cents per pound royalty (it figures out at 1 cent per pound of total nickel 
produced). Regardless of the type of deal entered into by Freeport, there is 
nothing sacrosanct about their patent contract. If the Government refused to 
contract at plush prices, it is quite probable that the patentholders would take 
a lesser royalty rather than no royalty. 

In this connection it is quite probable that Freeport has charged to us in 
capital costs before production the large payment it made for exclusive rights 
to use the process on latentic type ores. This payment need not have been made 
if they wanted the rights for the sole purpose of using the process at their plant. 
Apparently they thought in the early days of the process publicity that it was 
far superior to any other method and that they could prevent competition 
through use by others. 


2. Research and development 


This was supposed to be done under our $6 million pilot program, but Free- 
port asks us to pay almost $1,000 a day for this work. 

If any of this research is done, it will probably be on a much smaller scale. 
but in the price asked we would be paying $1,800,000 for the program. In any 
event, we would not share in its success through cost reduction; the benefit, if 
any, would be a stronger competitive position for the company after the contract 
was over. 


8. General administrative-sales expense 


Nicaro does not possess private airplanes, but Freeport includes in its con- 
struction costs the cost of a building for repair and maintenance at Santiago, 
a small building at Moa Bay, airstrips, two airplanes at $150,000 and $250,000 
to run them. Following this, another $600,000 is included for operating them 
during the contract period. The Cubana commercial airline would doubtless 
be able to supply a small plane on charter whenever needed. 

It is true that private planes serve a definite purpose for executives of big 
construction companies with jobs underway simultaneously in many States. 
They are also useful for oil, steel, auto, can, electric, and other companies with 
many branch plants and sales offices in highly competitive industries. The 
need for two planes for a company with only two plants and no sales problems 
under a Government contract does not seem clear. 
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It is also to be questioned the need for an office building in Santiago ag an 
item of cost and a large staff in Havana. Nicaro does very well without these 
facilities. 

Under sales expense, which is a very questionable item, is also a budget for 
advertising. This, while small, seems of no value to the Government but go 
for aftercontract competitive conditions. These costs along with research sh 
be borne by Freeport as costs outside the contract. 

4. Replacements and revisions 

No details are available regarding this $6 million item. The company has 
a $6 million item of “Capital reinvestment” included in its proposed construction 
costs. In the latter case the facilities are to be built at the rate of $1 million 
a year and the benefits of construction done in the last 2 years would be of 
little advantage to the Government but might be for the postcontract period, 


5. Contingencies 
This operational item totals $5,400,000 for the contract period. 


lely 
ould 


CONCLUSIONS 


Extra expense may well occur in the construction of the plant and a contingency 
fund should be provided. It might be pointed out that Bethlehem at its man. 
ganese property in Brazil estimated costs at slightly under $50 million and pro. 
vided $67 million, but found it unnecessary to use the $17 million as they kept 
their costs about $50 million. Even if not required, the $19 million contingency 
item would be paid for by the Government at 8.47 cents per pound of nickel, 
The operational items totaling $21,600,000 that were thrown in added another 
9.63 cents per pound, or a total of 18.1 cents per pound of nickel contracted for, 

Assuming, as an extreme example, that the plant was built at estimated costs 
without resort to contingency expense, and assume elimination of items 1 to 5, 
this would mean that Freeport costs, after all charges and taxes, would be in 
the general range of 50 cents per pound, or not over 55 cents if some of the items 
were partially allowed, rather than the 68 cents per pound which I estimated 
when allocating costs to both nickel and cobalt. For simplicity in these notes 
I am allocating savings solely to nickel output, as we do not need the cobalt. 

As more time is spent analyzing the proposal the stronger becomes the feeling 
that the only help that the company needs to make a reasonable profit and 
amortize a major portion of its investment is permission to “put” to the Govern- 
ment any unsold proportion of its nickel output at a floor price of not over 74 
cents per pound. The temporary premiums on nickel sold to industry should 
make up any lesser profit made in selling cobalt to industry should the price of 
the latter drop below $2 per pound. 


ADDITIONAL CONSIDERATIONS 


Freeport would have but a very small amount of money in this project. The 
iron ore properties were bought cheaply but at their worth, as evidenced by the 
Government’s purchase of ore lands. They have paid out money for an exclusive 
right to its process and organizational and experimenal expenses. In this 
promotion it is interesting to note the way the tentative financial statements 
have been prepared with a $72,530,000 capital stock item for Mobaco and a value 
of $67,300,000 for ”investments in wholly owned subsidiary” for Canco—a writeup 
twentyfold the cash outlay, 

While the financing methods of the promotion may have nothing to do with 
Freeport’s proposal to the Government, it must be remembered that J. H. Whitney 
is chairman of Freeport and principal owner of the banking house of J. H. 
Whitney & Co. It is more than probable that the latter firm will head the syndi- 
cate that will underwrite and distribute the $30 million debentures to the public. 
The firm originating the issue and heading the syndicate should make at least 
$1 million profit. This, together with a $6 million profit on the sulfur sales to 
the nickel enterprise, makes the overall picture extremely handsome. 
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Projected statements of income for the 1st 6 years’ operations based on Freeport 
Sulphur’ s estimates of operating costs and cost of construction of $91,840,000 
plus $6,000,000 additional capital costs during the 6-year period 


[Dollars stated in thousands] 


Cobalt, $2 





60.6-cent | 67.4-cent | 74-cent 




















nickel nickel nickel 
— sees PrP ates ahs eee tet = 1S Sele 

1,000 Ib. ..---------------.-----..-------.~------------ $164, 226 $182, 654 | $200, 540 
puebe Ro epee nn shanna canara 47, 670 47, 670 | 47, 670 
’ ’ Aon J mies bea ei < 
| 96 230, 324 | 248, 210 

Reems 0 2) sts fo) Ds pee gS 211, 896 | 230, 324 248, 2 
umgapeeess...2----.----2----- scedlbiaedtabelih todih abit 120, 170 | 120, 170 | 120, 170 
ee ee sienna bapecipe i eegna eats 91, 726 110, 154 | 128, 040 
Depreciation and amortization.-------------- Lie tbdddee eee 74, 170 | 74, 170 | 74, 170 
MOMIED. .... 22 no cc occ ce once cas cecene-coceseseenncese- 17, 556 35, 984 53, 870 
Interest expense - -..-.------------------------------------- — 19, 650 | 19, 650 19, 650 
Net operating income (loss).....-...-.---.---- mepwanfenson| (2, 094) | 16, 334 | , 34, 220 
Provision for income tax RIE dhs ce ecpcictegnrcionnn-didtiercncentesieceiccabiep Ptniersi caepen sh caaeeaiad | 1 6, 534 2 14, 509 
a tee ea (2, 094) 9, 800 | 19, 711 
Cash return #..........-- iditiicicnsihakeusntcudedeaebe Lies 72, 076 | 83, 970 | 93, 881 

140 percent. 


2 42.4 percent. y ; : 4 
? Cash return equals depreciation and amortization plus profit after taxes or minus loss after taxes. 


Projected statements of income for the 1st 6 years’ operations based on Freeport 
Sulphur’s estimates of operating costs and cost of construction of $106,840,000 
plus $6,000,000 additional capital costs during the 6-year period 


{Dollars stated in thousands] 


Cobalt, $2 























60.6-cent 67.4-cent 74-cent 

| nickel nickel nickel 
——————EE —_— — — - | —— — _ - SS eee _ a 
NE TO nn idm mitaiininiindewnm ances abe naidimnieiemdin $164, 226 $182, 654 $200, 540 
Ts svckinbcdqhethvbadudceeeaediceninntnieice Ts 47, 670 47, 670 47, 670 
es Se RS Og 211, 896 | 230, 324 | 248, 210 
NR a oo oul 5. bude c deh eunenedehbokecenee 120, 170 | 120, 170 | 120, 170 
RRS ETE, SEES Sees es eee en ae ee eee | 91, 726 | 110, 154 128, 040 
Depreciation and amortization.............- Sannkighe aaestebainata 86, 170 86, 170 86, 170 
hake cat nie Sct ee de medigiaienda aces Tebeiatiaes | 5, 556 | 23, 984 41, 870 
ds win tedwsheietaeth deine Peomekgengsceppain a inecinpapaheaiedepanl 21, 600 | 21, 600 | 21, 600 
Net operating income (loss)._.....---------.------------| (16, 044) 2, 384 | 20, 270 
Provision for income tax (estimated) _.............-....------- Risk ak ead ; 1954 | 28,311 
SE MINE 0 oe eS, ee eee (16, 044) | 1, 430 | 11, 959 
NN P28 Sheik SS bGKS- 16554) shh b ed - sdk bbhidenhied one 70, 126 | 87, 600 | 98, 129 

140 percent. 


241 percent. 
4 Oash return equals depreciation and amortization plus profit after taxes or minus loss after taxes, 
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BENEFITS TO THE CONTRACTOR UNDER A FLOOR-PRICE CONTRACT 
1. Gives an assured market for his full production, thus assuring lowest Cost 
production. 


2. Contractor is free to sell his output to industry during the period when the 
gray-market price is in excess of the floor price. 

8. It gives the contractor the opportunity to recover up to $98,129,000 during 
the 6 year period, which is 85 percent of the net fixed investment of $11! 5,210,000, 

4. It facilitates securing outside financing since it will pay out a bank loan of 
$80 million in 6 years or less, pay for $6 million of additional capital facilities 
and still leave $12,129,000 in addition to the working caiptal. 

5. At the end of the contract period 75 percent of the ore bodies will be intact 
and less than 24 percent of the depreciable assets will remain as a charge againgt 
production (this would be only 2.8 cents per pound for the remaining nickel) 


6. There would be no obligation on the part of the contractor to meet any fixeg 
delivery schedules to the Government. 


7. The proposed contract would be simple to administer. 


Mr. Brooxs. This was on February 21, some additional thoughts 
you had on this matter. I notice you have a heading. It is additional 
notes on the proposal of the Freeport Sulphur Co., operating cost 
and breakdown on that, process royalties were $3 million at that 
point ; research and development, $1,800,000; general administrative 
and aks $5,400,000; replacement and revision, $6 million: 
gencies, $5.4 ‘milion. 

a. pr ocess royalties seem to indicate there was a feeling—you 
might look at that; it might indicate that you thought they were 
going to pay royalties of $3 million. 

Mr. Crostron. Yes, sir. 

Mr. Brooxs. In this paragraph here. 

Mr. Watiuavser. What paragraph is a5 ? 

Mr. Brooxs. On the first page, item No. 1, “Processed Royalties.” 
These operating figures above that, the five as I have read; do you 
feel those were appropriately charged in the contract, or did you 
think 

Mr. Croston. I thought they were pure fat. 

Mr. Brooks. The entire total ? 

Mr. Croston. Yes. You might have a few percent of that total, 
but in general it was just padding i in the thing, which, if we swallowed 
it, would have permitted them to make that much larger a profit on 
the deal. 

Mr. Brooxs. Let me just look at those again, the total amount; 
$21,600,000, apparently. And you thought that was- 

Mr. Croston. Was essentially fat ; yes. 

Mrs. Weis. Is that, Mr. Croston, what you said was cut out of it? 
Was that the fat you ‘said was cut out of the final contract ? 

Mr. Croston. Yes. I think it was substantially cut in the total cash 
return to them. 

Mr. Brooks. But we don’t know what was finally done about proc- 
essed royalties. I wonder if you could get us a statement, Mr. Pike, 
on what was done with these five items. You might take a look at 
that and, if you know now, you might tell us. 

Mr. Pixe. Processing royalties, as far as they are an operating 
charge under this contract, would reduce the cash return of F reeport. 
What I am unable to s: ay is whether that is a proper charge under this 
contract. I just don’t know. 

Mr. Brooks. The reason I am particularly interested in it is because 
we spent approximately $6 million on a pilot plant, building one, 
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operating one, to prove up, if it had not already been proved, a process. 
And so it seems to me we should not have been paying for it if we 
helped to prove it. And I wonder if you would find out 

Mr. Prke. We are only paying a price for whatever nickel or cobalt 
is tendered to us, with a cash-return limitation. If they do not pay for 
royalties, their cash return is that much greater and the contract 
terminates that much earlier. If they are paying it, it will not termi- 
nate the contract earlier. The contract will terminate upon other 
events, such as the happening of the termination date, the specified 
date, or the production of the specified amount of nickel. 

Mr. Brooxs. Would you try to get an idea from your interpretation 
of the contract whether or not they are going to pay a royalty and 
whether a royalty will be paid? Can you determine that without too 
much difficulty ? 

Mr. Prxe. I do not think that would be determined from this 
contract. 

Mr: Brooks. All right. 

Mr. Prxe. That would be Freeport’s obligation. 

Mr. Brooks. So you would not be concerned with whether they paid 
$3 million or $10 million in royalties; that is not your question. You 
did not question that. 

Mr. Prxe. Of course, we did go into that, Mr. Chairman, in con- 
nection with our earlier discussions, but when this was converted from 
a fixed-price contract into a put contract that question became more 
or less irrelevant to this discussion. 

Mr. Brooxs. So it would not have made any difference to you if 
they paid $3 million a year in royalties or $10 million in royalties or 
none ! 

Mr. Prxe. I think it would have made a difference in projecting 
out the figures. Of course, I don’t know how they projected out. I 
cannot remember that. 

Mr. Brooxs. Research and development would be in the same cate- 
gory, then, and the general administrative—you are not concerned 
with the internal operations of the company. You are interested 
only in the cost to you of the nickel they were providing; is that right, 
substantially ? 

Mr. Croston. They were originally in the costs presented, and we 
thought their estimates of costs were too high. They were trying 
to bolster an 80- or 90-cent price, and they think they came out in the 
final readjustment when it came down to 74 cents. 

Mr. Brooxs. That is why you were discussing it in the first place; 
itisa justification ? 

Mr. Croston. They pared down the price. 

Mr. Pixe. I would not go that far. The anticipated costs have a 
bearing on the projection of the estimated cash return and how long 
this contract is estimated to last. It had a definite bearing on that. 
But, once having determined the projection, it did not make any 
difference whether or not they did pay such costs except for the 
operation of the cash-return provision. 

Mr. Brooxs. Under your additional considerations, on page 6, I 
wonder if you would explain the financing method and how that would 
be handled? Would that affect the overall cost of an operation, 
which eost obviously was being passed on, so we could repay them for 
their investment ? 
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Mr. Crosron. Well, that was sort of an addenda, or an additiong) 
consideration. I simply pointed out that not only was the whol 
thing handsome profitably, but they would make this profit on sulfyy 
and also that the financing would be kept in the family, probably, ang 
that the parent banking house would probably make a million dollars 
or so profit on the sale of the securities. It had nothing definite to qo 
with the contract, per se, but just pointing out the overall picture of 
what a handsome picture it was going to be. 

Mr. Brooxs. I want to say, Mr. Croston, that if the Government 
had followed your advice we might have saved some money at the time, 
Did you have any further questions of Mr. Croston, Mr. Wallhauser? 

Mr. WatiuHauser. I may have. It seems to me the Government did 
follow his advice. 

Mr. Croston. I think that GSA did it, within the framework that 
they were permitted to do it. When one by one the gates are dropped 
on you, and you have left only one outfit that you can do busines 
with, why, we fought a rearguard action and got, I think, the very 
best possible deal, considering the handicaps the Administrator was 
working under. 

Mr. Watiuavser. I think you did a good job and I congratulate 
you. The only point I have tried to make through all these hearings 
= that it is my understanding that the door was not closed on Bethle- 

em. 

Mr. Croston. Well, that is a theory—no; in the first place, Bethle- 
hem told us long ago, years ago, not just that month, they told us they 
were not interested in going into a nickel enterprise, but if the Gov- 
ernment wanted them to go into it they would do it, but they told us 
they could make far more money investing their money in a rolling mill 
enterprise than investing in a nickel enterprise, and did not propose 
to put it in nickel enterprise at this time. 

On top of that, I suspect, and maybe it was without foundation, 
that the company was hoarding cash in the event the Youngstown 
merger went through, and they would need a substantial amount of 
money to round out the facilities of the various plants, and they 
wanted to have that cash in hand to have it to do that and not embark 
$50 or $100 million of it in some Cuban nickel enterprise which they 
did not need if they could use the iron ore and needed it, and that is 
another thing,’and I am firmly convinced Bethlehem is going to need 
that iron ore pretty soon because every year in their expansion they 
are pretty much keeping up with their increased production of ore 
and sooner or later they have to open these deposits down there. 

At that time they will probably be interested in getting rid of the 
impurities in the iron ore and selling off the nickel and other things. 
But they have very stringent requirements on the iron ore, as to chrome 
content and nickel content, and they have to get down to a very small 
fraction of a percent of chrome and nickel content before their con- 
mittee will accept it. 

Perhaps 5 or 10 years from now a better process will come along, 
but they already have a better process, better than any highly cor- 
rosive one. It does not use high pressures. And when the time comes 
they are going to produce nickel, and the Government will not have to 
put upadimeatthattime. It is just a question of judgment; whether 
we need this nickel in such a hurry to rush it into the stockpile that we 
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have to make these contracts now, or whether we can let these things 
take their course and come along by stages. Some firms will have to do 
things quicker than others. sskty 

Inco felt obliged to go into Manitoba to maintain their percentage 
of the world market. They had a certain percentage, and they were 
losing it, and they did not intend to continue losing it, and when they 
found a huge ore body they decided to go back in and fight to get 
back their percentage of the market. That is their privilege. I like 
to see competition. But I like to see them in there fighting for the 
business on their own merits, and not with a handout from Uncle 
Sam, and unfortunately there are too many American businesses who 
want to live off Uncle Sam, and the U.S. Treasury. 

Mr. WatiHavser. I am certain none of us want to live off Uncle 
Sam, and the U.S. Treasury. 

Mr. Croston. There are a tremendous number of voters that do. 

Mr. WatiHavser. But somebody in high places and with authority 
to do so voted that we needed this nickel. 

Mr. Croston. That is their privilege. 

Mr. Wauiuavser. And apparently from all I have heard they 
did it with reasonable process and so far I have not heard of any 
testimony that would indicate they did not have a right to do it. 

Mr. Croston. They had a perfect right. 

Mr. Brooxs. And one cannot say it was not good judgment. 

Mr. Croston. They are perfectly right. 

Mr. WattHAvser. And you may favor it. 

Mr. Croston. And whether it is good judgment is a matter for the 
general public to decide. 

Mr. Watinavuser. That is correct, and you probably will admit 
you did not know or would not be familiar with the general financial 
policies of the Treasury Department at the time of all this; you 
were more concerned with the technical details of the nickel securing, 
and so forth. 

Mr. Croston. I was not aware that was the general policy until 
just a short time before the negotiations. The general policy of the 
country was to give loans to foreign industrial enterprises. Bethle- 
hem got a $67 million loan from the Ex-Im Bank. 

Mr. Wauinauser. But they were not loaning it to Bethlehem. 
They were loaning it to a Cuban subsidiary. 

Mr. Croston. They loaned the money to “Icomi,” a Brazilian 
company. 

Mr. WauiHavser. In this case they decided they didn’t want to 
do so. 

Mr. Crostron. Not the Ex-Im Bank; it didn’t decide. 

Mr. WauLtHAvser. No; the board decided. 

Mr. Croston. That is all right. This is their privilege. 

Mr. Watiuauser. I do not think I have any more questions. 

Mr. Brooxs. Mrs. Weis, do you have any questions? 

Mrs. Weis. Having listened to testimony about nickel for 2 days, 
I would like to ask you, is it a rare metal alloy, generally speaking, 
Mr. Croston ? 

_ Mr. Croston. No; it isnot rare. It isan unusually valuable metal 
In industry, as you can see from the figures, with several hundred 
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thousand tons a year produced. So it is not rare, but its useg gy 
growing and its use in the home is growing. 

Stainless-steel cutlery and stainless-steel decorations in houses jx 
becoming increasingly popular. 

It is vital in most defense uses today. It is a metal of growing 
industrial use, and I think over the years it is bound to becom, 
increasingly important. ! 

Mrs. Weis. What I would like you to clear up for me is this: 

Suppose Bethlehem had gotten this contract, would they hay 
smelted and refined the nickel exclusively, or would they have built the 
plant and produced the iron ore at the same time? 

Mr. Crostron. They would have built, initially, a plant for the pro. 
duction of the nickel and cobalt, and later a treatment plant for the 
iron ore. But initially, if the Government was putting up the money, 
they would have built a unit of whatever size we wanted. There was 
also a 100-million-pound unit which was not mentioned here which 
was spoken of in earlier negotiations. But at all times the negotia. 
tions of Bethlehem were based upon the Government putting up the 
money, and only afterward, when they were told to produce some. 
thing else, they came up with a proposition for 414 million pounds, 
But they were not interested themselves and told us so. 

Mrs. Weis. One further question : 

When you were describing Freeport Sulphur’s participation in this, 
you said they took a relatively worthless thing and the Government 
made it work for them. 

Are they the only company that has ever done that over this period! 

Mr. Croston. No, there are dozens of people clamoring to do this 
all the time with the Government. That goes on all the time. 

Mrs. Weis. But during the cold war has it not been the policy in 
trying to get ourselves ready for what may happen? 

Mr. Croston. Yes; and that is highly desirable, I think, but if you 
were to put money in all the schemes that come to you, even Unele 
Sam would not be able to stand it. 

Mrs. Wels. I didn’t think of it as a scheme. 

Mr. Watinauser. This pilot plant was successful. 

Mr. Croston. Yes. 

Mrs. Wets. I was not talking about a scheme. 

Mr. Croston. I was not talking about a scheme either. 

Mrs. Weis. These were other— 

Mr. Croston. These fly-by-nights were coming in. 

Mrs. Weis. I was not talking about fly-by-nights, but about these 
Freeport proposals. 

Mr. Croston. That is perfectly legitimate, where we have a need, 
and it does not pay industry to do it. We subsidize the industrial 
nickel enterprise because it was felt desirable to do so. We knew the 
chances of its competing later were very doubtful, but it seemed 
desirable to do it at that time, and I think the money was well spent. 
I think money spent for risks like that is well and good. 

Mr. Watinavser. I think you testified this worked out very well. 

Mr. Croston. Yes. 

Mr. Watiuauser. Because of the inclusion of the pilot plant. 

Mr. Croston. Yes; especially for Freeport. 

Mr. WatiuAvser. We have not had any testimony from Freeport 
about whether it was good or bad. 


ve 
co 
14 





1ses are 
OUSES jg 


TOWing 
ome 


this: 
Y_ have 
ult the 


he pro. 
for the 
money, 
ere Was 
’ Which 
egotia- 
up the 
> SOMe- 
ounds, 


in this, 
rnment 


eriod ! 
do this 


licy in 


if you 
Unele 


, these 


_ need, 
istrial 
.w the 
pemed 


spent. 
vel, 


eport 





NICKEL-COBALT CONTRACT OBLIGATIONS 2A 


Mr. Croston. We welcome them to come in and we will show them 
the reports of the National Academy of Sciences and others about the 

rogress there. It was useful to them, and it is far from generous of 
them not to admit it. 

Mr. WatLHauser. We have not had a statement from them. 

Mr. Croston. Yes. They have made the statement they didn’t need 
iM: Brooxs. Are there any further questions ? 

(No response. ) , ' - 

Mr. Brooxs. I want to ask you, in the light of Mr. Wilson’s state- 
ment, which we read earlier, about the combination of these incentives, 
the tax certificates, premium prices, and other benefits, loans; the 
final test, as he put it, was what would be the minimum cost to the 
Government to get additional facilities, granted that we might need 
them. , 

I wondered of these two proposals, which do you think would have 
met the test of a combination of incentives necessary to encourage 
them to install the facilities yielding these results at a minimum cost 
tothe Government ; which of these proposals would have done that ? 

Mr. Crosron. I think it is obvious that Bethlehem would have. 

Mr. Brooxs. I wanted to ask you one other thing: 

The final contract was modified as to the price for nickel and 
cobalt; is that correct ? 

Mr. Croston. Yes. 

Mr. Brooxs. They adjusted the price substantially. 

Mr. Prxe. The whole concept was changed. 

Mr. Brooxs. But the “put” provisions were not changed; is that 
correct # 

Mr. Pixe. The first contract, Mr. Chairman, was on substantially a 
firm-contract arrangement. 

Mr. Brooks. ‘To purchase all of it? 

Mr. Prxe. To purchase all of the— 

Mr. Brooxs. Nickel. 

Mr. Prxe. I believe there was a call right on the latter part, over 
and above 220 million pounds. And the whole contract was con- 
verted into a “put” contract, which is an entirely different. type of 
contract, and in connection with that, the price was dropped down to 
i4centsa pound. The fundamental difference is 

Mr. Brooxs. The call price was a 74-cent floor. The right to call 
onthe company for nickel was a 74-cent minimum or the market price, 
whichever was higher ; is that correct ? 

Mr. Pixr. That is right. But this covers only 30 percent of it; 
this was primarily a “put” contract and everything was based upon the 
“put”. In other rectly if they can be assured of a return, based upon 
the 74 cents, if the market price went up, then they can sell outside for 
more than 74 cents. If they wanted to sell to the Government, they 
could require the Government only to pay 74 cents. They cannot 
require the Government to pay more than 74 cents. But if they sold 
outside, they could sell up to the market. To the extent they got 
above 74 cents, it would mean a faster cash return. 

Mr. Brooxs. Mr. Croston, I want to tell you that I appreciate your 
testimony, and think you made constructive suggestions which un- 
doubtedly have saved the Government considerable money, in that 
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your original report, taken by the GSA Administrator, and suggestaj 
to Mr. Pike apparently, they did take to heart your suggestions an4 
it resulted in a contract which was considerably improved and gayi 
us some money. And I think had they followed the rest of yop 
suggestions, they might have saved even more. 
want to thank you for appearing. 

Without any further delay, I would like to put in this record , 
couple of letters to Mr. Slater from Mr. Edward K. Mills, Novembe 
8, 1956, which says: 


We enclose a copy of a news release on the ODM directive governing ty, 
expansion of nickel facilities. 


And the reply from Mr. Slater, pointing out—I will put the lette 
in, but in part, he said that— 


As indicated in our telephone conversation yesterday afternoon, and for th 
reasons outlined in my letter to you of July 16, 1956, and in my letters of Ay 
23 and 31, 1956, to Mr. Fredell, it seems to us that the price and quantity limits. 
tions of the existing ODM directive on nickel-expansion incentive so restricts 
its effectiveness with respect to the nickel-development programs we have haj 
under discussion that any arrangement within the scope of the existing directive 
would fall far short of justifying the investment that would be involved, partic. 
ularly in view of the uncertainty as to the source of the demand that won 
support an annual nickel supply of 440 million pounds. 

If, at any time in the future, the ODM directive shall be revised, and you 
interest in the matter would then appear to justify it, I shall be available a 
any time at your request to meet with you or your associates in Washington to 
continue our discussion of the problems involved in attempting to attain the 
nickel-supply goal of ODM. 


(The letter from Mr. Mills to Mr. Slater, referred to, follows:) 


NOVEMBER 8, 1956. 
Mr. A. J. SLATER, 


Assistant to the Vice President, Bethlehem Steel Co., 
Bethlehem, Pa. 

Dear Mr. SLATER: We enclose ‘a copy of a news release which was issued today 
by the Office of Defense Mobilization announcing its decision not to amend the 
ODM directive governing the expansion of nickel facilities. 

Your proposal, based upon a Government loan to assist in financing your Cuban 
nickel project, must accordingly be refused. 

We would welcome the early opportunity of discussing your interest in under- 
taking a nickel project in Cuba under some arrangement covered by the existing 
ODM directive. 

Sincerely yours, 
Epwarp K. MILLS, Jr., 
Deputy Administrator. 


Mr. WatiuHavser. This is Bethlehem ? 

Mr. Brooxs. Yes. 

Mr. WatiHaAvser. The purport is what ? 

Mr. Brooxs. Under the directive of the ODM it did not justify the 
investment, particularly since as to the demand for 440 million pounds 
there would be in their mind some question about the “uncertainty” 
of such a demand. 

Mr. Watiuauser. “Uncertainty”. This is Bethlehem’s opinion. 

Mr. Brooxs. Now, I would like to introduce the statement on Cobalt, 
Bureau of Mines Yearbook, for 1957. 
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(The statement follows :) 


—Cobalt consumed in the United States, 1948-52 (average) and 1953-57, 


ABLE 7. ; ‘ 
t by forms in which used, in pounds of contained cobalt 
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Mr. Brooxs. I would like to invite our distinguished colleague and 
friend, Mr. Hale Boggs, from New Orleans, who is a very well quali- 
fied Democrat-statesman. 


STATEMENT OF HON. HALE BOGGS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF LOUISIANA 


Mr. Bocas. Thank you, Mr.Chairman. Youdisarmed me. 

Mr. Brooxs. The only way to disarm that man would be to cut 
his arms off. 

We would be pleased to hear you at this time. 

Mr. Hale Boggs. 

Mr. Boces. Let me first establish the fact that I am not an expert 
on cobalt, nickel, or any other mineral. 

I have watched congressional investigations, though, Mr. Chairman, 
for a long time, and one of my colleagues from my State intimated 
that there might be some geographic considerations in this hearing. 
I don’t know whether that is true or not, but I would say that due to 
the fact that the chairman of this subcommittee represents his area 
so very ably, it is entirely possible that that consideration did enter 
into the conduct of these hearings. 

Lam very proud that Freeport Sulphur Co. operates in Louisiana. 
Ihave found them over the years, and I have known them for many 
years, to be responsible people. 

I am sure that the witness who was just testifying, when he used 
the expression, “fly-by-night,” did not mean to imply or indicate that 
that expression applied to the Freeport Sulphur Co. 

Mr. Brooxs. He did not, of course. I think he made that clear. 

Mr. Boaes. I think he straightened it out after a while, but I got 
the impression that he was somewhat hostile, and I could have been 
wrong about it. 

Now, some of the contentions that I have heard here interest me 
only generally, in connection with some of the work that I do as a 
Member of Congress. 

No. 1, the idea that Government has not been employed over the 
years to develop our resources 1s, of course, ridiculous. We have de- 
veloped the United States by the joint employment of the private and 
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public sectors of the economy, and anyone who does not believe thy; 
is just being silly. 

We opened our country by developing railroads through Goyer. 
ment subsidies. We developed the airlines through Government gyb. 
sidies. During the war we established a branch of the Reconstruction 
Finance Corporation known as the Defense Plant Corporation, wher 
we went out and built countless plants all over the United States wit) 
Government financing. Until very recently we had in the law, ang 
I sat on the committee that wrote it in the law, a so-called fast depre. 
ciation or accelerated depreciation, which in effect was a direct. grant 
to industries operating in certain activities, presently national defense 
items. 

I could go on and recount industry after industry in which fop 
various reasons we used the force of the Government. As a matter 
of fact, every time we enact a tariff or impose an import quota, for that 
matter, we in a sense provide a subsidy for some given industry, 

I am not indicating in any sense of the word there is any subsidy 
involved here at all. I don’t know whether it is or not, but I do know 
that here is an operation which, in my judgment, is a sound one from 
the point of view of national policy. 

First, I think it wise to develop, as much as we can, with American 
capital, the countries of Latin America, Cuba, particularly, and par. 
ticularly the industrial potential of Cuba. Cuba for many years has 
been dependent almost exclusively upon dollars earned by the export 
of sugar to the United States, and this development of basic mineral 
resources of this country in my judgment will have as much to do 
with cementing close relations with this country as anything I can 
think of, and unfortunately our prestige in Cuba has not been too 
high in recent years. 

From the point of view of the economy of my own area, I think 
that this is a very vital thing. The development of mineral resources 
in Louisiana has made a difference in my State between an economy 
which bordered on poverty, if not below poverty, until now it ap- 
proaches a level that one can classify as a growing prosperous area. 
So from the point of view of the national policy, and from the point 
of view of my own area, I think this is a very vital development. 
I am not competent, certainly, to examine all of the details of this 
contract. I know that when men are in competitive situations that 
you get, shall I say, divergent opinions from the competitors, which 
is a perfectly normal thing, and I suspect, without casting any asper- 
sions on anyone, that the people who did not get these contracts have 
naturally been expressing some dissatisfaction with the fact that 
Freeport got the contract. 

I have been trying to analyze some of the contentions, and I think 
that this might be not an unfair summary, that the Government had 
three alternatives here. One wasa contract referring to a Government 
loan of up to $135 million, not to an American corporation, but toa 
Cuban subsidiary, which under section 337 of the Internal Revenue 
Code is not required to pay any U.S. taxes. Two, a contract under 
which the Government would be committed to pay the market. price 
for nickel, again to a foreign corporation, a Canadian corporation, 
which until recently at any event has been a dominant inflnence on 
the price of nickel in this country. And, third, a contract with 2 
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U.S. corporation, namely, Freeport, paying U.S. conporetns taxes of 
39 percent on every dollar it earns, and refining nickel in Louisiana, 
9 which no Government loan would be required, it would have 
to buy nickel only if the company tendered it to the Government, 
and then at a price that could be no higher than the market price at 
the time of the agreement. 

Mr. Chairman, that briefly concludes my statement. You mention 
the fact that I am a Democrat. I am quite proud of that fact. This 
contract was negotiated by a Republican administration, and I am 
here defending it. 

Mr. Brooks. I am delighted to say we are glad to have had you, 
Congressman. Boggs, and I might add for the subcommittee members 
who may not have known this, when he spoke of Latin America, he 
has had a long interest in Latin American development, even prior 
to Freeport’s intervention in the New Orleans area. When he spoke 
of his activities prior to World War II, he is one of the few people 
who was elected to Congress, and serving in Congress, who had the 
courage to quit Congress and join the U.S. forces, and then had the 
good fortune and real ability to get back and we still have him. 
~ We are glad he came over and testified. I want to thank you again, 
Congressman Boggs, for coming over. 

I want to add one more statement in the record, that a Mr. John Ford 
had a memo to Mr. Arthur L. Sherman, September 1, 1935, and 
pointed out that— 


The subject of the attached letter of August 19 
and it refers to Freeport Sulphur Co. (DMP-106)— 

from Jim Owen was discussed with me by the company. Bergson— 

and I assume that means that interesting lawyer from the city of 


Washington, D.C. 


has also talked with ODM about it and reports that ODM has expressed great 
interest in the subject to officials of the Treasury to the point of representing that 
if duty is levied against this concentrate it will feel required to sponsor legis- 
lation to bring it in free. 

Will you please bring this subject before the Joint Operating Committee 
and have the Bureau of Mines look into it and take a position so that all 
affected agencies will be consistent? 





JOHN Forp. 


And later in February of 1956, a year after that, House Resolution 
4229 was introduced to amend paragraph 1734 of the Tariff Act of 
1930, as amended (United States Code, title 19, sec. 1201) which pro- 
vides for exemption from custom duties of— 


ores of gold, silver, or nickel; nickel matte; nickel oxide; ores of the platinum 
metals; sweepings of gold and silver. 


The proposed amendment would insert the language 


concentrates of nickel ores produced by chemical, physical, or any other means 
immediately preceding the words “nickel matte.” 

The amendment was approved on July 16, 1956 (70 Stat. 524). 

Mr. Watinauser. Who introduced that? 

Mr. Brooxs. I am not sure who introduced House Resolution 8229. 


I did not. 


Mr. Wanunauser. It was not ours. 
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Mr. Brooxs. No; no question about that. Then on August 19, wo 
have a letter referring to a request of the Freeport Sulphur Cog 
representative on the field there at Braithwaite, La., from Mr, RP 
James Owen, who is the GSA engineer down there working with them, 


? = 


addressed to Mr. John Ford, Contracts Administration Branch, ang 
it is a justification of why dried concentrates should be allowed to be 
brought in. The GSA engineer seems to think it should be done ang 
his first paragraph makes clear why he was so interested. 

It says: 


Mr. Dufour, of Freeport Sulphur Co., has asked me to give you my opinion 
on the justification for classifying as a nickel-ore concentrate for customs pur- 
poses the nickel sulfide concentrate which the company proposes to produce jp 
Cuba from nickel laterite ores. 


And the letter indicates why he thinks that this legislation was de- 
sirable, or rather, why the ruling was desirable and why he would 
justify legislation, which was subsequently passed, and I think jn 
fairness to that position we should file this letter. 

(The document referred to follows :) 


NEw ORLEANS, La., August 19, 1955, 
Re Contract DMP-106. 
Mr. JOHN Forp, 
Contracts Administration Branch, Materials Division, 
General Services Administration, 
Washington, D.C. 

Dear Mr. Forp: Mr. Dufour, of Freeport Sulphur Co., has asked me to give 
you my opinion on the justification for classifying as a nickel-ore concentrate 
for customs purposes the nickel sulfide concentrate which the company proposes 
to produce in Cuba from nickel laterite ores. 

The sulfide product to be shipped to this country from Cuba to undergo fur: 
ther treatment before the final commercial products, nickel and cobalt, can be 
extracted is, in its true sense or meaning, very definitely a concentrate even 
though a chemical change has been necessary to effect its concentration. The 
laterite ore undergoes a treatment akin to concentrating in that the ore is slurried 
in water and subjected to a sulfuric acid leach and a separation step whereby 
the gangue is removed leaving a highly concentrated impure product of nickel and 
cobalt sulfides. 

The dried. concentrate will contain about 54 percent nickel and 5 percent 
cobalt. Comparing this product with nickel matte, which is not dutiable, there 
is a similarity in property. The latter is a product produced from a nickel 
laterite ore by a smelting process in which iron pyrites have been added as 
a fluxing reagent to convert the nickel into a nickel sulfide matte and a slag. The 
slag containing the gangue from the ore is discarded. The matte is a highly 
concentrated nickel sulfide product from which nickel is ultimately refined. 

In both instances of concentration a chemical change has taken place. In 
the one case this has been effected by a “wet” operation, in the other case by a 
“fire” process. In both cases the end product, or “concentrate” is similar in 
nature in that it is a sulfide of the metal to be ultimately recovered through 
further complicated processing. The sulfide itself has no commercial value. 

That the Bureau of Mines concedes the product to be shipped to the United 
States for further refining is a concentrate is evident in the February 1955 
Report of Investigations No. 5099 “Nickel Resources of Cuba.” On page 28 of 
that report, last paragraph, the authors, W. D. McMillan and H. W. Davis, have 
this to say: “The Cuban facility (of Nicaro Nickel Co.) will be in the vicinity 
of the mine site and will perform a leaching and purification operation. The 
nickel-cobalt concentrate resulting from this process will be shipped to the 
United States to a second facility for separation and final processing of the 
metals.” 
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I believe there is no question but what this nickel concentrate should be ad- 

ted to this country duty free and for this reason it should be classified in 
the same duty-free category as nickel ore, nickel concentrates, nickel matte, 
and nickel oxide. 

Very truly yours. | 
F. JAMES OWEN, GSA Engineer. 

Mr. Brooxs. I have no further questions at this time. If you all 
have none, we will stand adjourned. 

We will stand adjourned on this matter. We have one bill that I 
would like to pass out. 

(Whereupon, at 3:30 p.m., the subcommittee proceeded to further 


business. ) 








APPENDIX 


EXHIBIT 1 
FREEPORT SULPHUR Co., 
New York, N.Y., February 15, 1957. 
Mr. EB. H. Weaver, 
Commissioner, Defense Materials Service, 
General Services Administration, 
Washington, D.C. 

Deak Mr. WEAVER: With reference to the provisions of article XIV of contract 
No. DMP-105, please be advised that the following-described subject inventions, 
made by technical employees of Freeport Sulphur Co. during the course of the 
construction and operation of the pilot plant under DMP-105, reasonably appear 
to be patentable, and that each such subject invention will be claimed on behalf 
of Freeport in a U.S. patent application : 

1. A method and apparatus for adding sulfuric acid to water suspensions and 
solutions at Ssuperatmospheric temperature and pressure consisting of a source 
of acid under pressure higher than that in the tank containing the material to 
be treated, acid-resistant conduit connecting the acid source with an acid-resist- 
ant closure device or stop valve, a conduit connecting the stop valve with the 
pressure vessel made of a material resistant to attack by the acid at all concen- 
trations and the temperature involved with said conduit in the form of an in- 
yerted U, the top of the loop thus formed being above the pressure vessel and 
above the stop valve so that when the stop valve is closed cold acid at concentra- 
tions above those which will corrode the stop valve will remain in the conduit 
above the valve and protect the valve from the temperature of the pressure vessel 
and from the attack of acid diluted by condensation of moisture in the inverted-U 
conduit. 

2. The process of dissolving iron and nonferrous sulfide by oxidation leaching 
with dilute acid and an oxygen-containing gas at elevated temperature and pres- 
sure, the method of dissolving and maintaining the iron in solution which consists 
in maintaining an excess of the mixed sulphide in contact with the leach solution 
while under oxidizing conditions. 

3. A process for removing iron from solutions containing ferrous salts con- 
sisting in oxidizing the ferrous iron to ferric iron by introducing cobaltic penta- 
mine is at least the stoichiometric proportions and increasing the pH sufficiently 
to precipitate the iron as a hydrous oxide. 

Please be further advised that three additional subject inventions, made by 
technical employees of Freeport during the course of the construction and opera- 
tion of the pilot plant under DMP-105, reasonably appear to be patentable. These 
latter three subject inventions are also improvement inventions within the terms 
of the agreement between Freeport and Chemico, dated February 20, 1953, and 
we have not yet been advised by American Cyanamid Co. (to which company 
said agreement was assigned by Chemico) whether it will claim subject inven- 
tions or cause them to be claimed in U.S. patent applications. In the event that 
American Cyanamid Co. should decide not to claim or cause to be claimed one or 
more of such subject inventions in U.S. patent applications, Freeport intends to 
do so; we shall advise you further in this regard. These latter three subject 
inventions are designated as follows: 

4.A process for controlling the particle size distribution of nickel-cobalt 
sulfides. 


>. A method for maintaining the optimum concentration of zine in separating 
nickel from cobalt. 


6, A process and apparatus for carrying out the rapid precipitation of non- 
ferrous metal sulfides. 


Very truly yours, 


41108—59——_17 
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ExursiT 2 
FREEPORT Sutpuur Co., 
New York, N.Y., April 15, 1957, 
Mr. E. H. WEAVER, 
Commissioner, Defense Materials Service, 
General Services Administration, 
Washington, D.C. 

Dear Mr. WEAVER: With reference to my letter to you of February 15, 1957 
please be advised that a patent application has been filed in the U,S, Patent 
Office on the subject invention No. 1 in my letter of February 15, 1957, ang 
described therein as follows: 

“1. A method and apparatus for adding sulfuric acid to water suspensions 
and solutions at superatmospheric temperature and pressure consisting of g 
source of acid under pressure higher than that in the tank containing the 
material to be treated, acid-resistant conduit connecting the acid source with 
an acid-resistant closure device or stop valve, a conduit connecting the stop 
valve with the pressure vessel made of a material resistant to attack by the 
acid at all concentrations, and the temperature involved with said conduit jn 
the form of an inverted U, the top of the loop thus formed being above the 
pressure vessel and above the stop valve so that when the stop valve is closed 
cold acid at concentrations above those which will corrode the stop valve wil] 
remain in the conduit above the valve and protect the valve from the tempera- 
ture of the pressure vessel and from the attack of acid diluted by condensation 
of moisture in the inverted-U conduit.” 

You may wish to note the following information with respect to such patent 
application : 

Filing date: March 19, 1957. 

Title: “Means for Transferring Corrosive Liquids.” 

Serial No. : 647,045. 

Inventor : Delbert A. Lipps. 

Assigned to: Freeport Sulphur Co. 

Very truly yours, 


ExuHrtsitT 3 
NOVEMBER 1, 1957. 
To: Office of General Counsel, DMS 
From: Chief, Industry Branch 
Subject: Freeport Sulphur Co. contract DMP-105. 


Attached is a copy of the contractor’s letter of October 14 reporting certain 
foreign patent filings on the subject invention referred to as (1) in the con- 
tractor’s letter of February 15, 1957. 

Will you please inform us whether any action is necessary or advisable on 
the part of GSA with respect to these foreign patent filings? 


FREEPORT SULPHUR Co., 
New Orleans, La., October 14, 1957. 
Mr. Haroxp F.. Horrz, 
Commissioner, Defense Materials Service, 
General Services Administration, 
Washington, D.C. 

Dear Mr. Hotrz: This is to advise that we have proceeded with the following 
foreign patent filings on the subject invention referred to as (1) in my letter 
to you of February 15, 1957: 

Cuba : Filed September 17, 1957, assigned serial No. 181,474. 

Brazil: Filed September 17, 1957, assigned serial No. 97,107. 

France: Filed September 18, 1957, assigned serial No. 747,579. 

Philippines: Notified of filing, but date and serial number not yet received. 

Indonesia : Date of filing and serial number not yet received. 

Netherlands: Date of filing and serial number not yet received. 

Venezuela: Date of filing and serial number not yet received. 

The title of this subject invention, you may recall, is, “Means for Transferring 
Corrosive Liquids”; the inventor is Delbert A. Lipps; th assignment is to the 
Freeport Sulphur Co.; and it is described, in my letter of February 15, 1957, 
as follows: 
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“1, A method and apparatus for adding sulfuric acid to water suspensions 
and solutions at superatmospheric temperature and pressure consisting of a 
gource of acid under pressure higher than that in the tank containing the ma- 
terial to be treated, acid-resistant conduit connecting the acid source with an 
acid-resistant closure device or stop valve, a conduit connecting the stop valve 
with the pressure vessel made of a material resistant to attack by the acid at all 
concentrations and the temperature involved with said conduit in the form of 
an inverted U, the top of the loop thus formed being above the pressure vessel 
and above the stop valve so that when the stop valve is closed cold acid at 
concentrations above those which will corrode the stop valve will remain in the 
conduit, above the valve and protect the valve from the temperature of the 
pressure vessel and from the attack of acid diluted by condensation of moisture 
in the inverted-U conduit.” 

Very truly yours, 


EXHIBIT 4 
MarcH 19, 1958. 
Mr. E. H. WEAVER, 
Commissioner, Defense Materials Service, General Services Administration, 
Washington, D.C. 

Deak Mr. WEAVER: With reference to my letter to you of February 15, 1957, 
please be advised that patent applications have been filed in the U.S. Patent Office 
on the subject inventions Nos. 2 and 3 in my letter of February 15, 1957, and 
described therein as follows: 

“9 The process of dissolving iron and nonferrous sulfide by oxidation leaching 
with dilute acid and an oxygen-containing gas at elevated temperature and 
pressure, the method of dissolving and maintaining the iron in solution which 
consists in maintaining an excess of the mixed sulfide in contact with the leach 
solution while under oxidizing conditions.” 

You may wish to note the following information with respect to the patent 
application on the above-described subject invention : 

Filing date: February 17, 1958. 

Title: “Recovery of Nickel and Cobalt From Mixtures of the Same With Iron 
Sulfide as Impurity.” 

Serial No. : 715,486. 

Inventor : Raphael F. Matson; assigned to Freeport Sulphur Co. 

“8. A process for removing iron from solutions containing ferrous salts con- 
sisting in oxidizing the ferrous iron to ferrie iron by introducing cobaltie pen- 
tamine in at least the stoichiometric proportions and increasing the pH suffi- 
ciently to precipitate the iron as a hydrous oride.” 

You may wish to note the following information with respect to the patent 
application on the above-described subject inventions: 

Filing date: January 27, 1958. 

Title: “Separation of Iron Impurity From Cobalt-Bearing Solutions.” 

Serial No. : 711,173. 

Inventor: Raphael F. Matson; assigned to Freeport Sulphur Co. 

Yours truly. 
[Original signed by M. F. Dufour.] 


EXHIBIT 5 
FREEPORT SULPHUR Co., 
New York, N.Y., July 21, 1958. 


Re U.S. serial No. 715,486; inventor, Raphael F. Matson; assigned to Freeport 
Sulphur Co., and U.S. serial No. 711,173; inventor, Raphael F. Matson; 
assigned to Freeport Sulphur Co. 


Mr. Harotp F. Hourz, 
Commissioner, Defense Materials Service, General Services Administration, 
Washington, D.C. 


Dear Mr. Hoitz: With further reference to my letters to you of February 15, 
1957, and March 19, 1958, please be advised that we have either filed or are in the 
course of filing patent applications in the countries listed below on the subject 
inventions designated above and listed as (2) and (3) in my letter of March 19, 
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1958: Australia, Belgian Con., Brazil, Canada, Cuba, France, Indonesia, Nether. 
lands, Philippines, Rhodesia, Venezuela. 
When we have received the filing dates and serial numbers for these applica. 
tions, we will advise you of them. ; 
Yours truly, 


EXHIBIT 6 


JANUARY 9, 1959, 
To: Mr. J. V.O’Dwyer—MPB. 
From : Sol Elson—LP. 


Subject: Freeport Sulphur Co. 





Applications for foreign patents. 

Enclosed herewith is the originai letter from Freeport Sulphur in connection 
with the two Matson patents wherein they have advised us of the filing dates 
and serial numbers of the foreign applications corresponding to the U.S. appli- 
eations for the referenced patents. It is suggested that this matter be referred 
to Mr. John Boyle, our patent consultant, for advice as to such action ag may 
be required to preserve our interest under contract No. DMP-105. , 


FREEPORT SULPHUR Co., New York, N.Y. 
Re U.S. Serial No. 715,486; inventor, Raphael F. Matson; assigned to Freeport 
Sulphur Co. U.S. Serial No. 711,173; inventor, Raphael F, Matson; assigned 
to Freeport Sulphur Co. 
Mr. Harotp F. Hourz, 
Commissioner, Defense Materials Service, General Services 


Administration, 
Washington, D.C. 


Deak Mr. Hoitz: With further reference to my letter to you of July 21, 1958, 
please be advised that we have now received the foilowing filing dates and serial 
numbers for foreign applications corresponding to the above U.S. applications: 





Country Filing date | Serial No. Country Filing date Serial No, 





U.S. serial No. 715,486 U.S. serial No. 711,173: 


Australia Aug. 11,1958 | 40390/58. Australia July 3, 1958 | 39,227/58, 
Belgian Congo Aug. 14, 1958 | 5736, Belgian Congo July 26, 1958 5707. 
Brazil. -_- _.| Aug. 13,1958 | 104,449. Brazil_-_- July 25, 1958 | 108,944, 
Canada -| July 30,1958 | 755,958. Canada | June 30,1958 | 754,205. 
Cuba.._.--. Aug. 1,1958 | 187,558. Cuba July 23,1958 | 187,369. 
France _._. Aug. 13,1958 | 772,454. France July 18, 1958 | 770,597, 
Indonesia _.do_ 1081. Indonesia 2 July 23,1958 | 1075. 
Netherlands. ..do .-.-| 230,479. Netherlands-_------- | July 26,1958 | 229,960. 
Philippines -----| Aug. 11, 1958 | 2253. Philippines - ---| July 2, 1958 | 2220, 
Federation of Rho- Federation of Rho- 

desia and Nyasa- | desia and Nyasa- | 

ih sds es carat Aug. 7,1958 | 475/58. | os ee | July 17,1958 | 408/58. 
Venezuela. -.-..-..---.- Nov. 19, 1958 03849. 1 Venezuela. _...--.-.- | July 17,1958 | 3406, 

| 


Yours truly, 
M. F. Durowr, Vice President. 


EXHIBIT 7 


STATEMENT OF HON. FRANKLIN FLOETE, ADMINISTRATOR, GENERAL SERVICES 


ADMINISTRATION 


Before going into details of the Government’s contracts with Freeport Sulphur 
Co. and its subsidiaries covering the expansion of nickel production, I would 
like to emphasize one point to the committee. These contracts were aimed at 
expanding America’s capacity to produce a metal vital to national defense and 
are regarded by General Services Administration as good contracts. I have 
no personal connection with the pilot-plant contract which was entered into be- 
fore I came to GSA. It was, however, an important prelude to the production 
contract, and we have no hesitancy in defending the provisions of the supply 
contract either in the light of the critical supply conditions prevailing when it 
was signed March 8, 1957, or of today’s national security considerations. 
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The nickel supply picture has changed appreciably in the 2 years since the 
production contract was negotiated. But it was and is a good contract, we be- 
lieve, for these reasons : ' ’ 

1. It will add 50 million pounds a year to this country Ss productive capacity 
for nickel, which has been among the most critical of all metals stockpiled for 
defense needs and whose unique qualities virtually assure its continually in- 
creasing use in the future. , . . : 

2, The entry of Freeport into the nickel-producing field is a healthy com- 

titive development. It will reduce the dependence of the United States on 
Canadian sources of nickel. Moreover, by advancing the day when the price of 
nickel is determined by the free play of competitive forces, this contract can 
in the years ahead mean large -savings to the U.S. Government as well as to 
American businessmen. ; 

3. The 74 cents a pound for Freeport nickel is equal to the lowest price that 
the Government is obligated to pay under any existing nickel contract and, un- 
like the other contracts, will not be adjusted in the future to reflect increases in 
market price or escalation in costs. 

I would like at this time to clear up any confusion about the position of the 
General Services Administration with regard to the Bethlehem proposal involv- 
ing a Government loan. There was never at any time any conflict between 
GSA and the Office of Defense Mobilization over the relative merits of the 
Freeport proposal and the Bethlehem proposal. Our recommendation was that 
consideration be given to the proposal submitted by Bethlehem, which would 
have involved a direct loan of $107,500,000 from the Export-Import Bank of 
Washington or from some other Government lending agency. Only ODM had 
the authority to decide whether the Government should make such a loan from 
DPA funds or whether negotiations should be limited to privately financed con- 
tracts such as those that had been entered into with other nickel producers. In 
ruling out loans, ODM in no sense overruled or reversed the judgment of GSA. 
They were weighing all the factors involved; our recommendation did not cover 
the matter of whether the Government should or should not make a loan to 
Bethlehem, for it was not our decision to make. 

Bethlehem did submit later proposals based on private financing, but the 
prices quoted were markedly higher than the Freeport proposal and the pro- 
posed facilities were inadequate in relation to the Government’s needs. In 
the original Bethlehem proposal it had been stated that, without a Government 
loan, Bethlehem would have required a guaranteed price for nickel of $1.50 a 
pound which, scaled upward to reflect increased costs, would have approached 
$2a pound. Under its revised proposal, Bethlehem would have built a plant 
with a capacity of only 4% million pounds a year, less than one-tenth of that 
which was desired. The prices under that proposal, which involved puts of 
cobalt as well as nickel, was $1.25 a pound for nickel and $1.95 a pound for 
cobalt, both subject to future escalation. 

The critical nickel picture at that time was pointed up by the Joint Com- 
mittee on Defense Production in its sixth annual report issued January 22, 1957, 
only 6 weeks before the Freeport contract was signed. The report concluded: 

“In view of the critical shortage of nickel which currently exists, and the 
anticipated shortage which is forecast for many months ahead, your committee 
urges that the responsible Government agencies make a determined effort to 
increase the nickel supply as has been recommended by your committee 
repeatedly.” 

Despite the changed supply picture, the market price of nickel has held at 74 
cents a pound for the period in excess of 2 years since the negotiation of the 
Freeport contract in spite of the fact that much of the period occurred during 
an economic recession. 

Freeport’s 1957 report to its stockholders states that six large consumers of 
nickel have agreed to lend $25,250,000. It then states: 

“The six nickel consumers were given the right to purchase over a long term 
substantial amounts of nickel at prices related to the market price on the date 
of delivery, but at not less than 74 cents per pound during the period in which 
nickel may be tendered to the Government. During this period they are com- 
nitted to purchase substantial portions of the output when the market price of 
nickel is not less than 74 cents a pound. Thus, except for nickel which the Gov- 
trament might elect to buy, it may be that much, if not all, of the output will be 
sold to private industry.” 
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ODM’s expansion goal for annual productive capacity for nickel had origi. 
nally been set on January 4, 1952, at 264 million pounds, and had been increased 
on November 11, 1952, to 380 million pounds. ODM’s further upward revision 
of that expansion goal in May of 1956 to 440 million pounds was made in the 
light of an undisputed continuing need for additional sources of supply of nickel 
for essential defense purposes, and in the face of the fact that, despite the 
assistance of the Government, the nickel industry had, over a 3-year periog 
failed by far to achieve even the more modest goal of 380 million pounds, ° 

The severity of the shortage of productive capacity for nickel is perhaps best 
illustrated by the acute shortage of nickel itself for commercial purpoges— 
a shortage which existed at that time in spite of the fact that substantially ah 
of the nickel contracted for by GSA, as well as the nickel produced at the 
Government-owned Nicaro plant, was being diverted to U.S. industry. 
Later in 1956 the E. and M. J. Metal and Mineral Markets began to quote. in 
addition to the standard Port Colbourne price, the prices charged by other 
dealers. Nickel in the European market, and in so-called gray market, then 
commanded prices ranging upward to more than double the standard quoted price, 

The relationship between the shortage of nickel to meet the needs of commerce 
and the shortage of nickel capacity to meet the needs of national defense was 
highlighted in Bulletin 556 of the Bureau of Mines, entitled “Mineral Facts anq 
Problems” and published in 1956, as follows: 

“The foremost problem confronting the nickel industry is the great disparity 
between peace and war requirements. An industry geared to peace requirements 
is entirely inadequate to meet war needs. On the other hand, an industry 
expanded to supply war demands finds itself with an enormous burden of excegg 
capacity when peace is restablished.” 

A productive capacity that was inadequate to meet commercial requirements 
as they then existed must certainly be grossly inadequate to meet national defense 
requirements in time of war or national emergency. 

Prior to May of 1956, when the Director of the Office of Defense Mobilization 
increased the expansion goal for nickel to 440 million pounds a year, the 
Government had, under the Defense Production Act of 1950, entered into nickel- 
expansion contracts with International Nickel Co. of Canada, Ltd.; Falconbridge 
Nickel Mines, Ltd.; East Rim Nickel Mines, Ltd.; Milnet Mines, Ltd.: Hanna 
Nickel Smelting Co.; and National Lead Co. Other contracts had been entered 
into with International Nickel Co. and Sherritt-Gordon Mines, Ltd., for the direct 
purchase of nickel for the national stockpile. Each of the Government contracts 
either specified a price which was substantially in excess of the then, as well as 
the present, published market price and which was also subject to escalation, 
or else provided that the price be tied to the slowly but steadily rising market 
price for nickel. Only in the case of one small contract with National Lead Co, 
was the base price for nickel set at a figure below market price. 

One of the principal problems confronting the Government in relation to the 
supply of nickel for national defense was, and still is, the dependence on 
Canadian production, principally that of one producer. Each of the supply 
contracts that I have referred to, except those with National Lead Co. and the 
Hanna Co., covered Canadian production. On the other hand, the Government 
had reactivated its Nicaro nickel plant, in Cuba, and was in the process of 
enlarging the productive capacity of that plant by 75 percent. However, the 
Nicaro plant was the only plant producing nickel from the vast deposits of 
nickeliferous iron ores in Cuba, despite the fact that such ores in Cuba and 
elsewhere represent, according to the Bureau of Mines, the world’s largest 
potential source of nickel. 

The principal impediment to the commercial development of such nickeliferous 
iron ores is well summarized in Bulletin 556 of the Bureau of Mines, which I have 
already referred to. That bulletin states as follows: 

“The nickeliferous iron ores (oxides) and the nickel silicate ores are reported 
to furnish the largest reserve of nickel, but at present the capital investment in 
facilities and recovery costs is too high for profitable commercial production. 
Methods for reducing production costs at these deposits would expand greatly 
the commercial reserves of these ores.” 

The Government has for many years encouraged the production of nickel 
by financing the development of new plants and processes. Its experience in 
that regard fully substantiates the conclusion of the Bureau of Mines as to the 
difficulties inherent in the commercial exploitation of nickeliferous iron ores 
and nickel silicate ores. 
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For example, the development of the Nicaro project for the processing of 
Cuban nickeliferous iron ores was reundertaken by the Government in 1952 
in the face of prior failures in connection with that project. — 

In 1952, the Government financed, in part, a private engineering study cover- 
ing the installation and operation of a proposed mining plant and nickel process- 
ing plant for the exploitation of certain laterite nickel properties of International 
Nickel Co. in Venezuela. That study indicated a high cost for the project, and 
the plants have not yet been built. — iy iS ; ; 

A Government contract entered into in 1953 with Hanna Nickel Smelting Co, 
(a wholly-owned subsidiary of Hanna Coal & Ore Corp.) involved, in its first 
phase, the testing of the application of the French Ugine process for the pro- 
duction of ferronickel from certain nickel sulfide deposits in Oregon. The adap- 
tation of that process has been constantly beset with unforeseen problems, with 
the result that the final date for the company s determination of feasibility of 
the process Was extended by the Government for successive periods of time. 
It was only in the latter part of 1957 that Hanna’s cost of producing ferronickel 
hecame sufficiently low as to approximate the market price for nickel and even 
that cost does not include amortization of the facilities and interest on facility 
financing. j i ; 

In 1953, the Government entered into a second expansion contract with 
Falconbridge Nickel Mines, Ltd. That contract was intended to enable Falcon- 
bridge to double its productive capacity for nickel. The base price for nickel 
delivered under that contract was $1 a pound, which was 40 cents a pound above 
the then current market price of 60 cents a pound. The dollar price was subject 
to escalation, which has increased it to the present level of $1.14 a pound. 

In 1953, the Government entered into a contract with International Nickel Co. 
for the production of nickel from certain low-grade nickeliferous ores owned by 
that company in Canada. In view of the capital expenditures required and 
in view of the low grade of the ore (as compared to Inco’s regular source of 
supply), & premium price was provided for that was approximately 27 cents 
above market price, and is still subject to escalation. This contract was in 
addition to a market price stockpile contract entered into in 1952. 

In 1954, the Government financed the operation by Freeport Sulphur Co. of 
a pilot plant in Louisiana with a capacity of 50 tons a day to test the feasibility 
of Freeport’s sulfuric acid process. In connection therewith, the Government 
and Nicaro Nickel Co., a subsidiary of Freeport Sulphur Co., entered into a 
supply contract that was conditioned upon a positive determination of economic 
feasibility of that process. Also in 1954, the Government offered to finance a 
similar 50-ton-a-day pilot plant operation by Bethlehem Steel Co., and $5,500,000 
was allocated by ODM for that purpose. However, that company was unwilling 
to enter into such a piloting contract. ° 

That was the setting in May of 1956 when the Director of the Office of Defense 
Mobilization, after receiving the so-called Townsend report, dated February 3, 
1956, which called for further increases in the productive capacity for nickel, 
increased the previous nickel expansion goal to 440 million pounds a year. His 
directive authorized the use of rapid tax amortization certificates and the execu- 
tion of procurement contracts at not more than market price. A public announce- 
ment of the expansion program was contained in ODM press release No. 504 of 
May 17, 1956. 

On August 1, 1956, the Select Committee on Small Business of the Senate 
issued a report on the supply and distribution of nickel. The recommendations 
of that committee were, in part, as follows: 

“4. In the last analysis, real relief for small users of nickel can be brought 
about only through increased production of nickel. To this end your committee 
recommends continuing aggressive action on the part of the Office of Defense 
Mobilization, looking toward the development of new sources of increased 
supply. * * *’ 

On August 8, 1956, ODM modified its directive to authorize the payment of 
Premium prices for nickel, but only to the extent necessary to cover unusual 
development costs. 

The Government’s soliciation of proposals for nickel expansion was centralized 
inGSA, which was requested to submit frequent progress reports to ODM and 
special reports covering significant proposals received. The first significant 
proposal received by GSA and directed at the new expansion goal was that of 
Bethlehem Steel Co. The proposal called for a contract with a Cuban subsidiary 
of Bethlehem Steel, which was to be formed and—in the words of Bethlehem 
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Steel Co.—“whose operations would not be subject to U.S. taxes.” J] Mention 
specifically the matter of exemption from U.S. taxes because much has been 
made of the fact that other proposals called for accelerated tax amortization 
certificates, which would defer in part, but not eliminate, the obligation for Us 
income taxes. ; 

The Bethlehem proposal originally involved only a 30-million-pound plant 
but was modified to cover the construction at a cost of $75 million, $107,500oq 
or $137,500,000, of, respectively, a 30-million-, a 50-million- or a 70-million-poung 
plant in Cuba to utilize certain ore bodies which were owned by Bethlehem 
Steel but which would be leased to the subsdidiary on whose behalf the Proposal 
was made. The project would have been financed through a loan by the Export. 
Import Bank of Washington or another Government loan agency at an estimated 
4% percent interest rate, in return for which the Government would have bee, 
entitled to a call on 50 percent of the nickel produced. The price to the 

yovernment for such called nickel would have been 10 percent below marke 
price which market price Bethlehem estimated would average over the life 
of the loan about $1.20 a pound). The call price was subject to the significant 
reservation that it be “not less than the cost of mining, processing and trang. 
portation.” The signfiicance can be appreciated when the reservation is viewed 
in the light of the statement by the Bureau of Mines, referred to above, ag ty 
the high cost of processing nickeliferous iron ores and in the light of the fae¢ 
that the Bethlehem process had not been tested in a pilot plant operation as 
had been proposed by GSA. Moreover, the Bethlehem ores were represented 
to contain only 1.15 percent nickel on an average, as compared to 1.35 percent 
stated in the then existing supply contract with Nicaro Nickel Co. as to the 
nickel content of the ores covered by that contract or the even higher nickel 
content of the ores used at the Government-owned Nicaro plant. The term of 
the loan was not definitely fixed, but was estimated by Bethlehem to range from 
7 to 16 years, probably from 10 to 12 years. The Government loan would haye 
been secured by the stock of the Cuban subsidiary, whose assets other than the 
Government loan would have included the right to extract sufficient ore to 
operate a 30-million-pound plant for 35 years (or presumably to operate a 
50-million-pound plant for 21 years), and other physical assets, with a total 
value of roughly $10 million. The loan would not have been guaranteed by the 
parent company, but Bethlehem Steel would have reserved the right to redeem 
the stock of the Cuban corporation in the event of a default on the loan. Betb- 
lehem’s proposal further stated that if the project were supported by a guar- 
anteed price, rather than a Government loan, Bethlehem would insist upon a 
guaranteed price for 50 percent of its nickel production at not less than $1.50 
a pound, escalated for costs to an estimated maximum of $2 a pound or an 
average of $1.85 a pound. GSA recognized that the proposal did not meet the 
incentive terms as authorized by ODM in connection with the new expansion 
program. 

GSA did, however, recognize that the Bethlehem proposal, which resembled 
in many respects the successful Amapa manganese project in Brazil involving 
a loan by the Export-Import Bank of Washington and also involving Bethlehem 
Steel Co., might be developed into a sound proposition. GSA referred Bethle- 
hem’s proposal to ODM with the statement that the proposal presented a plan 
which should be given consideration. Authorization to use the loan arrange- 
ment in connection with the nickel expansion program was later denied by 
ODM after the matter had been considered and discussed at two separate meet- 
ings of the Defense Mobilization Board, which had been created by Executive 
order for the purpose of advising the Director of the Office of Defense Mobiliza- 
tion on such matters and was composed of representatives of various departments 
and agencies at a policymaking level. GSA then advised Bethlehem that Gov- 
ernment loans were not authorized under the nickel expansion program and re- 
quested that company to submit a new proposal based on private financing, 
whieh it later did but in a form offering considerably less promise than the 
Freeport proposal. 

Other discussions for the expansion of nickel productive capacity to meet 
the ODM goal, none of which discussions proved fruitful, were had with Wash- 
ington Steel Co., Falconbridge Nickel Mines, Ltd., Sherritt-Gordon Mines, Ltd, 
Areadia Nickel Co., Newmont Mining Co., Southwestern Engineering Co., New 
Manitoba Gold Mines, Ltd., Fano Mining & Exploration Co., and Eastern Mining 
& Smelting Co. Also, National Lead Co., and Hanna Nickel Smelting Co. were 
induced to continue their nickel production in spite of the difficulties those 
companies were encountering. 
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October 18, 1956, marked the completion by Freeport Sulphur Co. of the 1 
ear of pilot plant operation that was called for by its contract, which also 

uired Freeport to make a determination as to whether a commercial-scale 
ant might be economically feasible for the extraction of nickel and cobalt from 
its Cuban nickeliferous iron ores. A positive determination of economic feasi- 
bility would have made F reeport s supply contract with the Government oper- 
ative, subject to the election of either Freeport or the Government, within a 
\imited period of time, to prevent the supply contract from so becoming 
operative. F ‘ 

Qn the day preceding the end of 1 year of operation, Freeport Sulphur Co. 
stated that the pilot plant operations had demonstrated the commercial tech- 
nical feasibility of its process but that, in view of increases in costs that had 
taken effect in the 2 years since the execution of its contracts with the Govern- 
ment, neither a 30-million-pound plant as contemplated in the supply contract 
with the Government nor a 50-million-pound plant intended to aid in the achieving 
of the increased nickel supply goal could be financed on the basis of the prices 
specified in that supply contract, which were, in part, 75 cents a pound and, 
in part, market price—then 64% cents a pound. Accordingly, Freeport proposed 
to finance and construct a 50@million-pound plant if the Government would enter 
into a new supply contract with a firm obligation to buy 225 million pounds of 
nickel at 90 cents a pound with escalation and 16 million pounds of cobalt 
at a flat price of $2.60 a pound, which was the then market price. During the 
6-year period, Freeport would also have a put right on 46 million pounds of 
nickel at market price (then 644% cents a pound) and on 8 million pounds of 
cobalt at $2.60 a pound. This would have meant an average price of 85.6 
cents a pound for nickel exclusive of escalation or changes in market price, if the 
total estimated production of 271 million pounds was purchased by the 
Government. 

Freeport stated that its proposal was predicated on a bank loan of $80 million 
and a subordinated debenture issue of $30 million, for which it was essential to 
provide for the repayment of the bank loan during a 6-year period and to assure 
that the project be competitive with other sources of nickel and cobalt after the 
bank loan is repaid and the Government contract is at an end. To cover the 
possibility that the contingency factors set out in the proposal might not in fact 
be required and to meet the Government’s objection that Freeport might receive 
a windfall if its cash return exceeded its estimate, Freeport modified its proposal 
on November 29, 1956, to provide that the Government’s obligation would ter- 
minate at an earlier date if, prior to June 30, 1965, Freeport should realize a 
eash return equal to the amount of its actual investment in the project, exclusive 
of working capital. 

On November 19, 1956, International Nickel Co. of Canada advised GSA of its 
intention of opening a new nickel project in northern Manitoba at a total cost 
of $175 million, but with a total capital cost to Inco of approximately $115 mil- 
lion. The capacity of the Northern Manitoba project was not stated, although 
Inco did state that its overall expansion program in northern Manitoba and at 
Sudbury would represent a net increase in nickel production of approximately 
106 million pounds a year, after discounting the loss of 24 million pounds now 
being produced under a premium price contract with the U.S. Government. 
Inco proposed to give the U.S. Government a call right on up to 200 million pounds 
of nickel through 1963 at the prevailing market price at the time of delivery, in 
return for which it asked for a put right through 1965 (not 1963 as in the case of 
the call right) on 200 million pounds at the market price prevailing at the date 
of delivery, or at the market price which was to prevail on January 1, 1957 (but 
which had not yet been established) with escalation to the date of delivery, 
whichever should be lower. If the obligation of the United States during the 
year period to purchase nickel produced from Cuban ores amounted to less 
than 200 million pounds, Inco would negotiate a corresponding reduction in its 
contract with the Government. 

On December 5, 1956, Inco publicly announced its plans for its new nickel proj- 
ect at Mystery-Moak Lake in northern Manitoba. On the same day, it announced 
an increase in its price for nickel from 64% to 74 cents a pound, effective on 
December 6, 1956. The 74-cent-a-pound price thereby became the standard mar- 
ket price. It has since remained so and was the market price prevailing on Jan- 
uary 1, 1957, the date specified in Inco’s proposal as the base for one of the al- 
ternative prices for put or call metal. The increased price also thereby became 
the price that was thereafter applicable to the Government’s existing stockpile 
contract with Inco. 
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On January 10, 1957, Freeport further modified its proposal to reflect the jp. 
crease from 64% cents to 74 cents a pound in the market price of nickel and the 
decrease from $2.60 to $2.35 a pound in the market price for cobalt. The price 
for the nickel covered by the firm purchase arrangement would have been 80 cents 
a pound based on an actual cost of facilities of $91,840,000, scaled upward to g 
maximum of 90 cents a pound if the actual cost of the facilities amounted ty 
$106,840,000. Additional quantities were subject to being put to the Goyerp. 
ment at market price. If the Government purchased all of the estimated pro. 
duction of 271 million pounds, this would have meant an average cost of 879 
cents a pound for nickel if the price under the firm purchase amounted to 9 
cents a pound, or an average cost of 79 cents a pound if such price amounted ty 
80 cents a pound. The provision for an early cutoff based on the cash return to 
the contractor was retained. It was this proposal, rather than the later nego. 
tiated contract DMP-—134, that was the subject of the GSA analysis which was 
referred to ODM. 

On January 22, 1957, the Joint Committee on Defense Production issued its 
sixth annual report. That report devoted many pages to the nickel situation anq 
concluded its discussions with a statement that I have quoted above but which 
I here take the liberty of repeating : 

“In view of the critical shortage of nickel which currently exists, and the antie. 
ipated shortage which is forecast for many months ahead, your committee urges 
that the responsible Government agencies make a determined effort to increase 
the nickel supply as has been recommended by your committee repeatedly.” 

On February 1, 1957, Bethlehem submitted a new proposal under which it 
would construct, at a cost of $15 million but without a Government loan, a 
4- to 4%4-million-pound plant capable of expansion ninefold to approximately 
45-million-pound plant. The revised proposal called for a right to put the 
entire production of the plant to the Government at $1.25 a pound in respect 
of nickel and $1.95 a pound in respect of cobalt, both subject to escalation for 
labor and material cost. GSA did not regard that proposal as offering a rea- 
sonable basis for negotiations, particularly since it would have required a 
showing of unusual development costs sufficient to justify a premium on nickel 
of 51 cents a pound, or more than 70 percent in excess of market price. 

On February 7, 1957, GSA referred the modified Freeport proposal to ODM 
for a clarification of its policy as applied to such a proposal, particularly in 
respect of the desirability of obtaining an additional source of Cuban nickel, 
with a view to determining whether the Freeport proposal offered a basis for 
starting negotiations with that company. GSA pointed out that that proposal 
involved premium prices based, at least in part, on factors that appeared to 
be questionable. GSA further pointed out that International Nickel Co. had 
announced that it was developing a new nickel project in Manitoba, which, to 
gether with additional facilities at its Sudbury plant, was hoped would add an 
additional 130 million pounds of nickel capacity (but with a net inerease of 
only 106 million pounds), that Eastern Smelting & Refinery Co. had plans for 
providing 15 million peunds of nickel a year, and that Falconbridge Nickel Mines, 
Etd., had plans for opening a new mine and a new smelter. In that letter ODM 
was also advised of Bethlehem’s new proposal based on a Government supply 
contract for nickel at $1.25 a pound and cobalt at $1.95 a pound. GSA stated 
that that proposal did not appear to be attractive in view of the high premium 
price for nickel, coupled with the limited capacity of the plant. 

Subsequent discussions with the Director of the Office of Defense Mobilization 
clarified the policy in regard to the expansion of nickel capacity. ODM con- 
sidered that the need for such an expansion, and particularly the need for ex- 
panding the production base to include Cuba, justified the negotiation at that 
time of a nickel contract. ODM stated that, if it was necessary to include cobalt 
in the contract, the price for cobalt must not be in excess of market price (which 
had in the meantime declined to $2 a pound). ODM further stated that the 
price for nickel must be limited to such premium above market as is necessary 
to cover unusual development costs in bringing new production into being as 
quickly as possible. By letter dated February 26, 1957, Freeport Sulphur Co, 
was notified to that effect and also advised that GSA was not satisfied that Free- 
port’s proposal involved unusual development costs sufficient to justify the 
premium price for nickel that it called for. 

On March 1, 1957, and thereafter, negotiations were had with Freeport Sulphur 
Co. Those negotiations were carried on in the light of the critical analysis of 
Freeport’s proposal and led to the execution on March 8, 1957, of contract DMP- 
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134 with Cuban American Nickel Co., a subsidiary of Freeport Sulphur 4 %. Under 
that contract, the contractor agreed that it or one of its corporate affiliates would 
onstruct facilities in Cuba and in the United States designed to produce annually 
o million pounds of nickel and 4,400,000 pounds of cobalt. The contractor has 
ns right to put to the Government, at a flat 74-cent price not subject to escala- 
tion or increases in market price, such of the first 271 million pounds of nickel 
as is produced from the facilities and not sold to others, and also to put to 
the Government, at a flat $2 price, such of the cobalt, not exceeding 23,835,000 

wnds, as is produced during the same period and not sold to others. The 
Government has a eall right on 30 percent of the nickel produced semiannually, 
at the prevailing market price but not less than 74 cents a pound. 

The contract will terminate, except for the Government s eall right, which 
jasts in any event until July 1, 1965, upon the happening of the first of the 
following events: (1) The production of 271 million pounds of saleable nickel, 
regardless of whether the nickel is sold to the Government or to others and 
regardless of the amount of cobalt produced during that period; (2) 1 he 
arrival of July 1, 1965, regardless of the amount of production or cash return 
to the contractor by that date and regardless of whether any delays in pro- 
duction are the result of force majeure; and (3) The achievement by contractor, 
before charges for depreciation of facilities or similar charges not involving 
the outlay of cash, of a cash return equal to the estimated amount of its 
capital costs, less 75 percent of any actual savings below that estimated 
amount. The contract was contingent upon the granting of accelerated-tax- 
amoritization certificates covering SO percent of the required facilities. The 
necessary certificates have been issued. In connection with the execution of 
that contract, Freeport Sulphur Co. agreed to retain the ownership and control 
of at least 75 percent of the capital stock of the contractor, Cuban American 
Nickel Co., until June 30, 1965. Contract DMP-134 superseded, in effect, 
supply contract DMP-106 with Nicaro Nickel Co., another subsidiary of Free- 
port Sulphur Co. Under the related piloting contract, DMP-105, the pilot 
plant was kept in a standby condition for a period of 1 year. In view of the 
need for nickel in the construction of the new refinery, the inventories of metal 
at the pilot plant, consisting of 111,909 pounds of nickel and 7,380 pounds of 
cobalt, were sold to Freeport Sulphur Co. at $1.16 a pound for the nickel and 
$2 a pound for the cobalt, for a total of $144,574.44. 

On May 17, 1957, Inco submitted a modified proposal. In it the annual pro- 
ductive capacity of the northern Manitoba mines was stated to be 75 million 
pounds. Inco’s modified proposal would give it a “put” right for a 24-year 
period beginning July 1, 1960, equal to the Manitoba production, but not more 
than 150 million pounds, at the lesser of 74 cents a pound and the current price 
at the time of delivery. The Government would have a call on 30 percent of 
that capacity during the 2'4-year period but not more than 45 million pounds. 
The price for the called metal would be the market price at the time of de- 
livery. On June 28, 1957, ODM announced the closing of the nickel-expansion 
program. On July 2, 1957, GSA advised Inco that its proposal was not 
acceptable. 

I should like, at this point, to review various aspects of contract DMP-134, 
particularly in the light of other proposals made to the Government. 

The first aspect is the necessity for an expansion of productive capacity of 
the magnitude of 50 million pounds. 

The need for an expansion of productive capacity at that time was fully 
apparent and has not been seriously disputed. ODM’s decision to authorize a 
further expansion was supported by the impartial report of Dr. John R. Town- 
send and by the conclusions of the Select Committee on Small Business of the 
Senate, the Joint Committee on Defense Production, and the Preparedness 
Investigating Subcommittee of the Senate Committee on Armed Services. The 
importance of a new source of production in Cuba is shown by the estimate by 
the Bureau of Mines of the tremendous long-range potential of the nickeliferous 
iron ores in Cuba. It is also supported by other considerations that are ex- 
pressed in the conclusions of the Attorney General in his report of August 9, 
1957, to the Congress and to the President pursuant to section 708(e) of the 
Defense Production Act of 1950, as amended. That report, which took into 
account the new Freeport contract, stated : 

“From an antitrust point of view, the total effects of the defense expansion 
of nickel supply have resulted in significant contributions to the creation of 
truly competitive status in this industry. Practically unique factors here limit 
antitrust’s ability to insure that pattern of competitive free enerprise which 
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the antitrust laws were enacted to preserve. As a result of the new dynamics 
of experimentation and development and the actual launching of new produe. 
tion efforts during the period of defense expansion, the future may well Promise 
increasing competition with a resulting decline in Inco’s present contro] Over 
nickel supply.” 

The magnitude of the expansion goal was a matter for the Director of the 
Office of Defense Mobilization, taking into account the requirements of national 
defense during time of war or national emergency as well as the requirement 
of industry and defense during time of peace, which, as pointed out by the 
Bureau of Mines, is less than the war or national emergency requirements 
That difference could only be covered by an increase in available productive 
capacity unless there were an increase in the size of the stockpile itself. 

The report of May 138, 1957, of the Senate Preparedness Investigating Syp. 
committee pointed out that the shortage of nickel was largely a result of the 
fact that defense consumption had exceeded estimated defense requirements 
and that the disparity had grown steadily worse. The report then dealt with 
the expansion activities of ODM and GSA and stated as follows: 

“While these [Inco’s and Freeport’s] projects eventually will alleviate the 
shortage and may even result in the creation of a surplus of supply, they will 
not provide satisfactory answers to the more immediate problems involved jp 
the defense disparity and adequacy of the stockpile objective.” 

The recommendations of that subcommittee contain the following: 


a * * % * * . 


“6. That the Office of Defense Mobilization review the nickel-stockpile objec- 
tive and the nickel-expansion program after the estimates of peacetime and 
mobilization defense requirements are determined with reasonable accuracy, 


* * + * * * * 


“8. That the General Services Administration expedite Nicaro expansion ag 
rapidly as possible and strive to increase the plant's efficiency through extrae- 
tion of other valuable elements in the Cuban ores. 

“9. That the Office of Defense Mobilization and General Services Administra- 
tion give new consideration to the question whether or not construction of 
additional producing and refining facilities should be expedited.” 

The revised expansion goal of 440 million pounds set by ODM in 1956 repre- 
sented an increase of 150 million pounds over the supply available to the United 
States in 1956. In the absence of the Freeport project, that deficiency could 
not be expected to be made up, in the face of an ever-expanding use of nickel, 
by the Nicaro expansion and a reasonable share for the United States of Inco’s 
original estimate of the total additional productive capacity of its expansion 
activities. It should be emphasized that there is ample evidence that industry 
can, through a substantial increase in the availability of nickel, be encouraged 
to expand its use of nickel to a Commensurate degree and thus reduce the wide 
gap between normal industrial consumption and mobilization requirements. 

Although the nickel-supply picture has changed radically, the future of the 
nickel industry still appears bright. Thus, the E&MJ Metal and Mineral Markets 
for April 17, 1958, stated with respect to nickel : 

“Despite the improved supply, intense activity continued in exploring for new 
sources, developing new mines, and planning new and expanding present smelt- 
ing and refining facilities.” 

As to the amount of the Government's exposure, the Freeport contract covers 
271 million pounds of nickel and 23,835,000 pounds of cobalt. This is a con- 
tingent exposure. It differs substantially from Inco’s modified proposal, cov- 
ering 150 million pounds of nickel and obviously intended to reflect the terms 
of the Freeport contract, in that the obligation to Inco would not be reduced by 
the sale to private industry of a part of Inco’s overall nickel production, In 
other words, in the absence of substantial sales of nickel by Inco the total 
obligation of the Government would remain constant until the arrival of the 
fixed termination date. The Bethlehem proposal cannot be directly compared 
inasmuch as the Government's obligation was not expressed in terms of metal. 
Indeed, under the Defense Production Act of 1950 a purchase obligation could 
not have legally been incurred for the 10- to 12-year period called for in the 
Bethlehem proposal. Unlike the Freeport contract, the obligation of the Gov- 
ernment under the Bethlehem proposal would not have been a coutingent obliga- 
tion but rather would have been an immediate and firm obligation to expend 
over $100 million, the repayment of which would be subject to the commercial 
success of an unproven venture. However, any comparison of the Bethlehem 
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proposal with the executed contract with Freeport must be qualified by the 
fact that the Bethlehem proposal was not a tinal one but one that presumably 
could have been modified through negotiation. ‘ ¥ 

As to the prices for metal, the Government s obligation under contract DMP - 
134 is to take nickel at a fixed price of 74 cents a pound and cobalt ata fixed 
price of $2a pound. The contractor assumes the cost of packaging (amounting 
to roughly 1 cent a pound), except in respect of changes in Government specifica- 
tions after the date of the letter agreement. No other purchase contract by 
GSA calls for a price for nickel that is less than market price, which is now 74 
cents a pound—the price specified in DMP-134. This fact would not have been 
changed by the acceptance of any of the other nickel proposals made to GSA, 
including the loan arrangement proposed by Bethlehem based on its own esti- 
mate of what the contract price would be. That market price, which is specified 
in many of the contracts, can, of course, go either up or down. However, we 
are dealing with a 5- or 6-year term, and it is difficult to foresee a reversal, other 
than a temporary one, of the expanding market for nickel and of the consistently 
upward trend in the market price. The significance of that upward trend in 
market price can be more readily appreciated by considering the fact that 
Freeport Sulphur Co. stated in its proposal of October 17, 1956, that, because of 
rising prices, it was unable to proceed with the then existing supply contract 
with the Government (contract DMP-106) at the then market price. That 
contract called for a 15-cent premium (but a total price not in excess of 75 cents 
a pound) on the first 15 million pounds and market price on the remaining 60 
million pounds. The current market price is only 1 cent a pound under the 
premium price that had been specified in that contract. Thus, because of the 
rise that has in fact occurred in the market price and disregarding possible 
further increases, the average price of the nickel to the Government under 
contract DMP-106 would have been more than the fixed price now specified in 
the contract DMP-134. This was acceptable to Freeport because the firm obliga- 
tion to deliver nickel was changed to a put obligation—a change which was also 
more acceptable to the Government. 

Bethlehem’s original proposal provided for a call price that would be 10 
percent below market price. That proposal cannot be directly compared with 
the Freeport contract except in relation to the call right of the Government 
which, in the case of the Freeport contract, specifies market price. Of greater 
significance is the qualification in the Bethlehem proposal that is inclined to 
be overlooked ; that is, that the put price be ‘not less than the cost of mining, 
processing, and transportation.” It should be remembered, in this connection, 
that the Bethlehem process, unlike the Freeport process, had not been fully 
tested in a pilot plant as proposed by GSA. Moreover, Bethlehem itself esti- 
mated that the market price would average $1.20 a pound over a 5-year period. 
Even with the 10 percent reduction, Bethlehem’s estimated call price would 
average almost 50 percent above Freeport’s put price. 

I should point out that I am speaking of the Bethlehem proposal as it was 
submitted by that company and before any negotiations had taken place. GSA 
merely reported the proposal and recommended it as one that merited considera- 
tion—one that afforded a basis for negotiations. How much that proposal 
could have been improved upon through negotiation is a matter of speculation. 
Judging by the excessive $1.25-a-pound price for nickel, coupled with the $1.95- 
a-pound price for cobalt, that was called for in Bethlehem’s subsequent proposal 
(or the $1.50-a-pound price for nickel alone that was spelled out in Bethlehem’s 
original proposal), the prospects of improving the original proposal to the 
extent that the Freeport contract was improved through negotiation would, in 
retrospect, appear to be conjectural. 

Inco’s original proposal was also fixed at the market price on January 1, 1957, 
which is the 74-cent price as called for in the contract DMP-134. However, the 
Inco proposal, unlike the Freeport contract, left the door open for future escala- 
tion based on costs. That is not an insignificant factor when viewed in the light 
of the fact that in the 5 years of operation under Inco’s contract DMP-80, the 
price of nickel has escalated upward by 15 cents from $0.8770 (Canadian) a 
pound to $1.0271 (Canadian) a pound. The modified proposal by Inco specified 
the lower of 74 cents a pound or the market price at the time of delivery. 

In regard to the time length of the Government's exposure, contract DMP-13 
runs for a maximum period of about 6 years or until June 30, 1965, but is 
subject to an earlier termination, as I have outlined above. Inco’s original 
proposal would also run through June 30. 1965, but instead of being subject 
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to termination at an earlier date the Government’s exposure would, regardless 
of the achievement of a specified cash return, continue until that date, un- 
diminished except by substantial sales to others. Expressed in terms o 
poundage of nickel, the Government's exposure under contract DMP-134 Covers 
that portion of 271 million pounds of nickel that is not sold to industry. Unde 
Inco’s original proposal, it represents that portion of some 416 million poungs 
of nickel (or, considering Inco’s production elsewhere, that portion of appro). 
mately 1,910 million pounds of nickel) that is not sold to industry, but With g 
maximum exposure of 200 million pounds amounting to about $150 million, In 
other words, Inco’s original proposal would very likely result in the purchase 
by the Government of 200 million pounds of nickel, which would be greatey 
than the amount which the Government would be required to take unde 
DMP-134 except in the very unlikely event that the nickel market Collapses 
and remains so poor throughout the life of DMP-134 that Freeport would be 
unable to sell more than one-quarter of its production to industry. Ineo’. 
modified proposal would reduce the exposure to 150 million pounds over a 2%. 
year period. However, that reduced exposure would be even less of a contingent 
obligation and would be even more apt to ripen into a direct obligation. The 
Bethlehem proposal would continue for a 10- to 12-year period, which would 
have been far in excess of the permissive span of a supply contract under the 
Defense Production Act of 1950. 

Undoubtedly, the ieast desirable feature of contract DMP-—134 is the Goverp. 
ment’s obligation to accept tenders of cobalt at $2 a pound. While cobalt is a 
strategic and critical material it is not, like nickel has been, in short supply. 
The Bethlehem proposal involves cobalt in roughly the same proportion as cop. 
tract DMP-134. The drop in the market price for cobalt would have jeoparg- 
ized the Government’s loan in the same fashion as it would increase the 
expenditure of the Government under contract DMP-134. The absence of an 
exposure for cobalt is a significant factor in favor of the Inco proposals, but 
was not one that was sufficiently large to counterbalance the other factors fayor- 
ing the Freeport contract. 

At an earlier stage in the Government’s nickel expansion programs Freeport 
and Bethlehem were invited to enter into contracts for the testing of their respec. 
tive processes through pilot-plant operations. Bethlehem declined to enter into 
such an arrangement, but Freeport did enter into contract DMP-105, dated 
October 18, 1954, for the construction and operation for 1 year at Government 
expense of a pilot plant in Louisiana to test the technical and economic feasibility 
of its process for the production of nickel and cobalt from Cuban lateritie ores, 
The Government was granted an irrevocable, nonexclusive, nontransferable, and 
royalty-free license to practice and cause to be practiced for the Government 
throughout the world all inventions made by contractor’s employees in con- 
structing and operating the pilot plant. Coupled with this contract was a supply 
contract (DMP-106) with Nicaro Nickel Co., a subsidiary of Freeport Sulphur. 

Contract DMP-106 was to become operative only in the event that, under the 
pilot-plant contract DMP-105, (1) Freeport notified the Government in writing 
that, in its opinion, the data accumulated from the operation of the pilot plant 
(a) demonstrated the commercial technical feasibility of its process, (b) pro- 
vided sufficient information for efficient engineering design of the commercial 
seale plant, and (c) led to a determination that a commercial scale plant may be 
economically feasible; (2) within 6 months thereafter of such initial notice, 
Freeport notifies the Government that it has determined that the commercial 
scale plant was economically feasible, and that it would proceed with construc- 
tion of the commercial facilities; and (3) Freeport delivered to the Government 
a statement in writing setting forth its estimate of the amount of construction 
capital and working capital required, stating that it has obtained the aggregate 
capital required for such purposes and stating the manner in which such capital 
has been obtained and will be available. The Government had the right to ter- 
minate the agreement by giving notice thereof in writing to the contractor within 
60 days after the contractor’s notice. The contract provided for the contractor 
to construct at its own expense a plant designed to produce nickel at the annual 
rate of 30 million pounds and cobalt at the annual rate of 3 million pounds. 
Under the contract, the Government agreed to purchase 75 million pounds of 
nickel, with an option to purchase additional quantities not in excess of 75 million 
pounds, which additional quantities were also subject to a “put right” on the part 
of the contractor. In addition, the Government agreed to purchase all of the 
contractor’s production of cobalt up to 15 million pounds. 
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The contract price for nickel was the current market price for electrolytic 
cathodes, f.0.b. Port Colborne, duty included, except that the price for the first 
15 million pounds of nickel was market price plus 15 cents a pound, but in no 

nt more than a total of 75 cents a pound. The price for cobalt was market 
nies at the date of delivery. The contractor found that the process was tech- 
Peslly feasible but was not economically feasible at the prices contained in the 

roduction contract, DMP-106. ‘ . 

Contract No. DMP-105, dated October 18, 1954, was a cost-reimbursement type 
of contract, with Government liability limited to $6,250,000. Under that con- 
tract, the Government reimbursed Freeport $3,579,910 (the cost of the construc- 
tion of the pilot plant) plus $1,936,551 (the amount of the operating expenses), 
or a total of $5,516,461. The contractor had the right to continue operation of 
the pilot plant at its own expense but without rental for an additional year, 
which ended October 18, 1957. The period was further extended by agreement 
until July 18, 1958, in order to provide time to resolve problems growing out of 
the termination and the disposition of the Government-owned property. Opera- 
tion of the facility was discontinued on or about June 30, 1958. : 

Title to the buildings was in the contractor, and title to the equipment was in 
the Government. Upon expiration of the contract, the contractor was obligated 
to convey to the Government upon its request title to the buildings and certain 
other property owned and acquired by the contractor under the contract in order 
to permit the Government to salvage as much of the contract cost as possible. 
Pursuant to this requirement, the contractor on July 1, 1958, conveyed its title 
in such property to the Government. 

The contractor offered to buy the nickel in inventory at the plant for the alleged 
purpose of turning the nickel over to steel producers in exchange for stainless 
steel, which was then in short supply. The stainless steel was needed by Free- 
port for the construction of its nickel refinery. The nickel was sold to Freeport 
at $1.16 a pound, which represented the highest price at which ferronickel had 
been sold by the Government. Freeport was also required to take all of the 
remaining inventory of cobalt at $2 a pound, which was the then market price. 

Under terms of contract DMP-105 the contractor had the first right to pur- 
chase any or all of the property, which included buildings and machinery and 
equipment, if such property was to be offered for sale by the Government, at a 
price to be negotiated between the parties. Freeport Sulphur Co. made six offers 
for parts of the property, which offers aggregated $201,377.74, and the seventh 
offer of $250,000 for the entire facility. 

The property was reported as excess May 6, 1958, and determined surplus 
May 18, 1958. Public Buildings Service obtained a contract appraisal on the 
property by Ford, Bacon & Davis, dated March 15, 1958. Under that appraisal, 
the fair market value of the property if sold to Freeport Sulphur Co. for use 
in place was set at $975,000. Its value for offsite removal was set at $202,470. 
On June 11, Freeport Sulphur rejected the offer made by the regional office to 
negotiate a sale for $975,000. Subsequent discussions with Freeport Sulphur 
Co. officials did not result in a better offer from the company. Accordingly, it 
was determined to offer the property for sale by sealed bid. 

After extensive nationwide advertising, at a cost of $5,800, a sealed bid opening 
was held on August 8, 1958, by the regional office. The property was offered 
under 23 separate items, in order to get as wide interest as possible from used 
material and equipment dealers. Cuban American Nickel Co. was the high 
bidder on 20 items for a total amount of $214,050. The appraised fair market 
value of the 20 items for offsite removal was $185,085. The Commercial Scrap 
Materials, Inc., of New Orleans, La., was the high bidder on item 6 in the amount 
of $3,358. The appraised fair market value of item 6 for offsite removal was 
$5,950. The Southern Scrap Metal Co., Ltd., New Orleans, La., was the high 
bidder on item No. 15, in the amount of $1,057.57. The appraiser was of the 
opinion that this item had no value for offsite removal. The Southern Canning 
Sales, Inc., of Highlands, Tex., was the high bidder on item 20, in the amount 
of $18,000. The appraised fair market value for offsite removal of item 20, 
which was a powerplant, was $15,435. 

Righteen companies and individuals, in all, submitted bids. 

On September 11, 1958, an award was approved to the high bidders on items 
6, 15, and 20. Subsequent meetings were held with representatives of Freeport 
Sulphur Co. and, as a result of the meetings and discussions, Freeport Sulphur 
Co. indicated that, if GSA believed a higher price could be obtained by reoffering 
the facilities for sale, Freeport would agree to lease the underlying land to the 
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successful purchaser at an annual rental of $1 for a term up to 5 years de 
on the use to be made of the property, provided the Government leased 


pending 


; saree to Free. 
port Sulphur the office buildings, laboratories, and utilities, at $1,000 a montp, 


Freeport Sulphur further indicated its willingness to continue its bid until the 


property could be offered again, but not later than April 1, 1959. This under. 
standing was formalized by letter from GSA to Freeport Sulphur Co., dated 
October 7, 1958, and accepted by the company on the same date. 

The property was again offered for sale to the public except for items 6, 15 
and 20, for which an award had been made as a result of the first offering; the 
property was offered as a single item for use in place with the right to use the 
land to be offered in an agreement to be executed by the purchaser and Freeport 
Sulphur Co. for a period of up to 5 years at a rental of $1 a year for the lang 
The property was also offered in the same groups for sale for removal from the 
site. Sealed bids were received and opened on January 20, 1959, after a nation. 
wide advertising in 12 daily newspapers at a cost of approximately $5,900. At 
the bid opening on January 20, none of the bids received on the 20 items were 
higher than the bids previously offered by the Cuban American Nickel Co, 

Antitrust clearance had been previously received from the Department of 
Justice following the first offering. The bid in the total amount of $214,050 from 
the Freeport Sulphur Co. was accepted by the Government on February 15, 1959. 
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A REVIEW OF NICKEL IN THE UNITED STATES 
1946 TO 1956 


I. INTRODUCTION 


In July of 1954, the Department of Commerce, Business and Defense Services Administra. 
tion, undertook a review of the United States experience with regard to nickel, the results 
of which were published in a report dated November 1954. This review included an analysis 
of probable defense requirements for 1955 furnished by the Office of Defense Mobi lization 
and certain supply information furnished by the U. S. Department of the Interior, Bureau of 
Mines, acting as the Government supply agency. In addition, various segments of the nickel] 
industries, including suppliers and consumers, were requested to cooperate and accordingly 
furnished information concerning supplies and consumption patterns. 

It was estimated that the total industrial availability of primary nickel for 1954 
would be 10 percent less than that available in 1953, and that the amount available for nm- 
defense uses in 1954 would be 10-15 percent greater than the 1953 availability due to the 
drop in defense requirements. 

Beginning in the last quarter of 1954 there was a decided upturn in industrial actiy- 
ity. Industrial demand for nickel, as well as for other materials, increased far beyond ex- 
pectation. This increase continued on into the first and second quarters of 1955 at an u- 
precedented rate. Never before had the economy responsed so vigorously at such a sustained 
high level. Industrial materials of all kinds became cighter in the market place; the de- 
mand for nickel far exceeded supplies available to industry and consumer inventories were 
rapidly depleted. Actions on the part of the Government to divert nickel destined for the 
national stockpile to industrial use were necessary to permit continued operation of the 
nickel-consuming industries at these high rates. 

As a further step towards meeting industrial demand for nickel, the Government agreed 
to divert 2.2 million pounds of nickel for the period November-December 1955 in addition to 
diversions previously authorized. This latest diversion is a departure from previous ac- 
tions in that the Government is diverting premium-price nickel at the cost to the Government 
plus handling and shipping charges and import duties in case of imported metals. These pr- 
mium-price nickel diversions will be distributed in as equitable a manner as is possible. 

Sizable increases in the defense requirements began to appear on mill order books in 
March 1955, after which time there was a steady increase in defense requirements which suc- 
cessively chewed up virtually all of the nickel diverted by Government from delivery to the 
stockpile. Thus, in spite of record levels of supply, the availability of nickel for nonde- 
fense uses did not increase appreciably. By the time the final figures are in, it is ex- 
pected that nondefense consumption totals will in 1955 be somewhat higher than in 1954, per- 
haps between 5 percent and ]0 percent higher. This is made possible as indicated above by 
Government diversions and by successive inventory depletions of consumer stocks. 

The United States supply and demand situation is similar to, though somewhat later in 
time than, that of the entire free world. The Western European economy began its upswing 
earlier than did the United States economy and also operated at a proportionately higher 
level than did the United States economy during the period covered. Thus the demand for raw 
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‘als, especially nickel, in the free world, including the United States, exceeded sup- 
materials, 


tf ee tor nondefense consumption purposes in Western Europe as well as in the United 
n , 


iminati is to be an inflation in demand, appeared to be 

= st pragens der zlhet econ atc 5 for both the United States and Western Europe. 
a are e of this report is to bring up to date estimates made to the end of 1954 

= noe current situation through the end of 1955 and on into 1956, with a brief 
ee long-term outlook as it affects consuming industries. 
m< ~ i ; and Defense Services Administration of the U. S. Department of Commerce 

ee ta conch with the industry and held three meetings with industry task forces 
eer uron of These groups were from the steel, nonferrous and electroplaters areas. 
_ oe. ‘eben and names of industry representatives are contained in exhibits A, 
—- oe Hocusian and information presented at these meetings have been helpful to 
Sn sidbysing the situation in the nickel industry. 
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Il. SUMMARY 


The points developed by the BDSA as a result of its industry surveys and con ferences 
with industry representatives are summarized as follows: 


1. Nickel requirements for defense production must be met in full. 


2. Demand for nickel in all industry groups for 1956 is expected to be substantial ly 
higher than the 1955 consumption rate. Demand for nickel for electroplating, high-tempera- 
ture and electrical-resistance alloys, and nonferrous uses is expected to increase substa- 
tially over 1955 consumption. 


3. The expected downturn in demand for nickel in some industries, such as low-alloy 
steel, did not materialize. Civilian and defense demands increased rather than decreased. 


4. The concensus is that damage to the nickel-consuming industries has resulted from 
the uncertainty of nickel supplies. New potential business enterprises requiring nickel are 
limited in scope of operations and delayed in starting. The growth of existing industries 
consuming nickel in an expanding economy is seriously retarded. 


5. Total industry requirements for nickel for 1956 appear to be about 235 million 
pounds as a minimum essential to maintenance of a reasonable level of industrial activity 
readily expansible in the event of national emergency. A result of the industry survey of 
industrial demand for nondefense uses, when added to the estimate of defense requirements, 
shows a potential demand for 300 million pounds. 


6. As a growth industry, a level of 260 million pounds consumption by 1960 for nonde- 
fense business is desirable and attainable. The experience of 1955 indicates that the previ- 
ous estimate of 240 million pounds for 1960 is too low. 


7. The stockpile acquisition schedule for 1956 should be modified downward. This modi- 
fication would be in the interests of maintaining the mobilization base as well as permitting 
some growth in the nickel-consuming industries towards pre-Korea levels. The completion of 
the stockpile would be delayed by the proposed revision of the stockpile acquisition schedule 
currently in force. The diversion of nickel: to industry would, however, permit the Govern- 
ment to reduce its commitment to purchase nickel from Government-sponsored expanded nickel- 
producing facilities after the stockpile is completed. 


8. It is desirable that industry be assured a total supply of nickel of about 235 ml- 
lion pounds for 1956, including defense requirements, with a view towards achieving a level 
of nondefense consumption of 260 million pounds by 1960, subject to security considerations, 
and this assurance should be made publicly. 
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Ill. REVIEW OF CONSUMPTION AND SUPPLY EXPERIENCE 


Included in this section is a description of the United States consumption and supply 
experience for the years 1946 through 1955 to date and a projection for the balance of 1955 
and 1956. Each of the major segments of the consuming industry was studied separately. 
These segments include stainless steels, low-alloy steels, nonferrous uses, high-temperature 
and electrical-resistance alloys, and electroplating. Included below is a description of 
nickel consumption experience in each of these fields. 


nickel Consumed in Stainless Steel im the U. S. 


The consumption of stainless stee] in the United States by years for the period 1946 
through 1954 as reported by the Bureau of Mines is shown in chart 1. The 1955 estimate is 
based upon actual figures as reported by the bureau of Mines for the first 7 months of 1955 
extended for the full year. 

The 1956 figure of 100 million pounds represents the amount of nickel requested by in- 
dustry for nondefense uses added to the Government’s estimate of reported defense require- 
ments for 1956. 

As shown in the chart, the production of nickel stainless steels shows much less fluc- 
tuation than the consumption of nickel. Nickel stainless steel production has increased 
over the years, reaching a peak period of production of 360,000 shipment tons in 1955. 

While the production of nickel chrome stainless steel has been fairly steady over the 
years, the production of all stainless, including non-nickel-bearing stainless steel, is 
mich more erratic. [t appears, therefore, that variations in the overall stainless ship- 
ments are directly related to steels other than nickel-bearing stainless steels. Thus while 
stainless shipments dropped 149,000 tons from 1953 to 1954, chrome nickel stainless ship- 
ments remained almost identical! for 1952 and 1953 and increased a fraction in 1954. This 
comparison is described in chart 2. 

The total amount of nickel consumed in stainless steel, with the exception of the de- 
pressed year of 1949, shows a steady increase over the years. This consumption reached its 
peak in 1952 at the height of the Korean conflict and dropped substantially in 1953 and 
again in 1954. This drop in nickel consumption is explained in part by the change in nickel 
content in steels produced for military uses during the Korean conflict. 

The trend towards increased tonnages of nickel-bearing stainless steels was even more 
pronounced during the latter part of 1954 and on through 1955 than had first been expected. 
Producers of stainless steel report that in order to stretch their nickel supplies as far as 
possible, they have distributed, to their customers and to industry generally, significant 
test data urging utilization by industry of leaner nickel grades of steel such as 4 percent 
in place of & percent nickel steels. Advantageous delivery conditions are quoted in order 
to stimulate customer interest in such products. The response to these measures has not 
noticeably influenced the demand for nickel-bearing stainless steel. This is explained in 
part by certain rigid laws, rules, and regulations covering the use of 8 percent nickel 
steels in such large consuming segments of industry as the food and dairy industries. State 
laws almost uniformly require the use of 8 percent nickel steel in equipment for food proc- 
essing. lHligher temperature and corrosion-resisting requirements of electric power, chemi- 
cals, petroleum, and other industries continue to demand high tonnages of nicke]-bearing 
stainless steel. 

The record of pounds of nickel per ingot ton of nickel stainless during 1955 is about 
the same as in 1954, This statistic should be very carefully qualified, since it appears 
that industry is getting along with less virgin nickel per pound of steel. During the first 








272 NICKEL-COBALT CONTRACT OBLIGATIONS 


half of 1955, industry consumed a tremendous amount of nickel-bearing scrap to the point 
where a severe shortage of scrap is expected to occur in the last quarter of 1955 as wel] a 
during the first and second quarters of 1956. The high rate of scrap consumption was neces. 
sary in order to maintain production schedules and still live within the limited supplies of 
primary nickel] available. ‘The shortage of stainless steel scrap in the last quarter of 1955 
is expected to add an additional 1] million pounds of contained nickel to the overall def. 
icit nickel position during 1955. 

The first half of the 1956 picture can be expected to follow a similar trend, unti] 
the turn-around time when scrap generated from the high-production level of the first half 
of 1955 catches up with the current continued high-production cycle. 

A more detailed description of the scrap situation is contained in exhibit D. 

A description of the pounds of nickel per ingot ton of nickel-bearing stainless is jp. 
cluded in chart 3. 

The shortage of nickel during the Korean conflict resulted in imposition of severe re. 
strictions on nickel uses. In addition, the insecurity of nickel supplies continues to dis- 
tress the nickel stainless industry. The scarcity of nickel] has been emphasized in al] pub- 
lic announcements issued by Executive agencies of Government and the Congress. As a result, 
producers report that many stainless steel] fabricators have already designed away from 
nickel stainless steel and will not return. The industry felt an increasing pinch of com- 
petition from other metals and materials considered to be less satisfactory. Assurance of a 
steady increase in the supply of nickel is considered by the industry to be imperative to a 
continuation of nickel-bearing stainless steel production at economic levels required to 
maintain existing plants and to provide for reasonable growth of the industry in an expand- 
ing economy and for technological advancement. 

Changes in technology, especially in aircraft, were cited as important factors which 
require an expansion of nickel stainless production. Preliminary performance reports with 
regard to supersonic aircraft indicate that increasing quantities of stainless steel will be 
required for both airframes and skins for these aircraft. 

The industry also points to the importance of developing markets in the face of a sur- 
plus of nickel which will occur when the stockpile is completed. It is necessary to begin 
now to build markets towards an increased consumption goal. Achievement of this goal is 
deemed to be in the best interests of both industry and the Government. 

A full report of the steel task group meeting with BDSA officials is included as ex- 
hibit A. 

The stainless steel industry originally estimated its requirements for 1954 at approx- 
imately 85 million pounds. This was based on an assumption of unlimited supplies of nickel 
plus an aggressive sales expansion and product development program. This estimate was 
scaled down to 50 million pounds in recognition of the limitations of time and practicality. 
This in no way, however, limited the desire on the part of the industry to develop products 
and expand sales. The expansion of demand for stainless steel on the part of consuming in- 
dustries during 1955 and projected into 1956 is even greater than the industry itself had 
anticipated in its earlier estimates. A consumption level of 85 million pounds originally 
estimated to be achieved by 1960 is now calculated as within the realm of probability at a 
mach earlier date, depending upon the availability of nickel. During 1955 the industry will 
have achieved an industrial operating rate in stainless steel comparable to the highest pe- 
riod in history, including the war years. It should be recognized, however, that included 
in this high-production level is a substantial amount of defense business which, rather than 
declining in 1955 as had been estimated, continued at high levels and in the last half of 
1955 showed a sizable increase to meet especially the needs of our military aircraft pro- 
gram. Insofar as the nondefense level of operations is concerned, the industry continued to 
operate at pre-war levels due to the lack of nickel supplies. 
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Nickel Consumed in Low-Alloy Steel in the U. S. 


Contrary to estimates of a continuation of the 1954 low-alloy production level for the 

year 1955, the alloy steel business actually underwent a sizable expansion during 1955, 
Military demands for alloy steel] increased, thus serving to increase the production rate, 
Nondefense demand also increased in keeping with the expansion of our economy, thus arrest- 
ing previously forecast continued trend downward in low-alloy steel production. The feeling 
on the part of the industry that the customer level of consumption during 1954 was actually 
higher than the indicated mill level was corroborated by the indicated expansion of demand 
at the mill level for low-alloy steels once inventories were worked off. The uncertainty of 
nickel supplies still influence the effect, the timing, and the level of product deve] opment 
work. Producers of low-alloy steels are much more optimistic at this writing concerning the 
prospects for expansion of low-alloy nickel-bearing steels into new markets as well] as sus- 
tained consumption in established markets. 

_ The industry task group feels that market development in this area is being retarded 
for lack of nickel. A summary description of the low-alloy task group meeting with BDSA 
officials is included as exhibit A. 


Nickel Consumed in Nonferrous Uses in the U. S. 


During the Korean emergency there was a high demand for nonferrous products, especially 
for military and AEC purposes. The 1955 level is expected to be at a level comparable to 
the highest peacetime years. The expected decline of defense requirements in 1955 for non- 
ferrous applications did not materialize. 1955 levels were on the contrary much higher than 
had been estimated. Nondefense uses in selected instances did not maintain their previous 
positions due to the limitation of nickel supply which continued in effect for those prod- 
ucts wherein nickel proved to be a necessary ingredient. An important factor in connection 
with the nonferrous industries is the fact that the increase in the defense program which 
appeared during 1955 was more heavily concentrated in the steel area as compared with the 
nonferrous areas. This fact had a tendency to increase the total nickel] consumption in 
steel mills and to depress total nickel consumption in nonferrous industries. Further, the 
impact of Government restrictions during the Korean conflict was felt very heavily by cer- 
tain nonferrous industries. These industries were hard hit by these restrictions and have 
not as yet been able to regain their markets. This situation is described in chart §, 

The representatives of this industry called the attention of the Government to the 
damage resulting and cited the continued uncertainty of nickel supplies as the principal 
reason why prospective customers stay away from nickel. 

Customers who cannot be assured that maintenance and replacement parts comparable to 
original equipment will be available hesitate to go into the use of nickel. This is espe- 
cially serious for such industries as chemicals, which must expand greatly during a war. The 
design away from nicke] today means that these industries will be unprepared for a rapid ex- 
pansion of production with the available facilities in time of war. 

The report of the nonferrous task group meeting with BDSA officials is attached as 
exhibit B. 


Nickel Consumed in High-Temperature and Electrical-Resistance Alloys in the U. S. 


Nickel consumption in high-temperature and electrical-resistance alloys in the United 
States is described in chart 6. 

This increase in requirements for nickel in this area reflects the growth of the elec- 
trical industries in the United States. The growth of electric power output in the United 
States and the corresponding growth in electrical equipment and appliance installation will 
demand an increased availability of high-temperature and electrical-resistance alloys. 
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The impact of short nickel supply was especially hard felt in this industry, since it 
is precisely in this area wherein the trend of product development shows mich of the greatest 
promise for future nickel demand. Nickel consumption in high-temperature and electrical- 
resistance alloy did not, due to lack of nickel, achieve expected levels in keeping with the 


expansion of the economy. 


Nickel Consumed in Electroplating in the U. S. 


The consumption of nickel in electroplating, described in chart 7, shows a steady and 
substantial increase from 1946 through 1950. During the emergency period nickel consumed in 
electroplating was severely reduced from an all-time high in 1950 to an all-time low in 195]. 
This, of course, is attributed to the fact that during the control period virtually all elec- 
troplating except that essential to the defense program was curtailed. As the defense pro- 
gram began to taper off, nickel available for electroplating was markedly increased to the 
point where in 1954 nickel consumption in electroplating for all uses, defense and nondefense, 
was 30 million pounds. Since this 1954 figure will include some defense business, the level 
of nickel consumption during 1954 for nondefense uses is still far below the 1950 consump- 
tion. The nickel plating suppliers have requested a quantity of nickel which, when added to 
the Government's estimate of military requirements, amounts to about 62 million pounds of 
nickel. This compares with 36 million pounds for 1950. 

The anticipated increase in 1955 and 1956 is attributed directly to estimates of nickel 
suppliers as to the amount of nicke] which they require to satisfy their customers. 

Chart 8 shows the relationship between consumption of nickel in electroplating and 
carbon stee] shipments in the United States from 1944 through 1955 in pounds of nickel per 
ton consumed in electroplating. This increased from .38 pounds per ton to .54 pounds per 
ton, reflecting the increased use of nickel-plated products throughout industry as well as 
the greater thickness in the plating coat. During the emergency period severe Government re- 
strictions on electroplating influenced a reduction in the pounds of nickel per ton of car- 
bon steel production. This trend was reversed until in 1954, when approximately .50 pounds 
of nickel per ton of carbon stee] shipments was consumed in electroplating. 

The limited supply of nickel available for electroplating during 1955 resulted in a 
drop from .50 to .42 pounds of nickel per ton of carbon steel shipments. This reflects the 
peak record of carbon stee] shipments during 1955 and demonstrates the extent to which the 
limited supply of nickel severely restricted the electroplaters’ ability to do business. A 
continuation of the 1954 ratio of pounds per ton into 1955 would have made it possible for 
the electroplating industry to consume over 40 million pounds of nickel, based upon carbon 
steel shipments. 

As indicated above, industry and Government combined estimate a requirement total of 
62,000,009 pounds of nickel. 

The plating industry generally is faced with depletion of nickel supplies in electro- 
plating tanks. Over the past several years these supplies have been kept at a bare minimum 
and tanks have never really been fully restocked to the extent required by good plating 
practice as defined by the plating industry. These tanks are in dire need of replacement, 
according to industry reports. 

The industry representatives reported that inefficient thickness of nickel coatings 
continue to be forced by inadequate supplies of nickel. 

The industry expressed great concern over the impact of short supplies on the design 
of products away from nickel including auto parts, hardware, and cooking utensils. The in- 
dustry pointed to the fact that while the economy in general is permitted to expand the 
nickel plating industry is not expanding. This is affecting employment and both formation 
and longevity of smal] business, as a large part of the plating industry is smal] business. 

Electroplaters have been forced to augment the supplies of market price nickel by the 
purchase of premium price nickel anodes at prices reported to be in some cases over $3 per 
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pound. Government reports indicate that approximately 2 to 3 million pounds of premium- 
rice nickel] entered the country from French, Japanese, and West German sources. These 
nickel supplies, originating generally from New Caledonia ores, are marketed in the United 
States at the prices indicated above whenever it is justified by demand. The dependence of 
certain industries upon nickel plating for the sale of its product forces these industries 
to pay extremely high prices in the face of nickel shortage. 

Other consuming groups similarly pay high prices for supplies required to augment their 
normal supplies and in addition pay comparable prices for nickel contained in or derived 
from scrap Or secondary metals. A discussion of the nickel distribution system also of in- 
terest to the electroplating industry is contained in section IV. 

The report of the electroplaters task group meeting with BDSA officials is included as 


exhibit C. 
qotal Nickel Consumption in the U. S. 


Total nickel consumption in the United States ranged from 140 million pounds in 1946 
down to about 136.6 million pounds in 1949. During the Korean emergency nickel consumption 
exceeded 211 million pounds for all uses, both defense and nondefense. The acceleration of 
the stockpiling program in 1954 forced a reduction 1n total nickel] consumption to a level 
estimated at approximately 189 million pounds, while the drop in defense requirements per- 
mitted maintenance of nondefense nickel consumption at approximately 10 to 15 percent above 
the 1953 level. Nevertheless, total nickel consumption during 1954 was substantially less 
than that reported for 1953. 

In 1955 nickel consumption is expected to reach a level of 216 million pounds. This is 
approximately 27 million pounds higher than the 1954 rate. Nickel-conSuming industries, 
however, are still operating at levels attained 5 or 6 years ago in terms of total nickel 
consumed while the national economy has expanded appreciably during this period. In terms 
of gross national product, we have moved from a level of 259 billion in 1948 to a level of 
about 390 billion in 1955. 

The disparity in growth patterns is actually much greater, as the 1954 and 1955 con- 
sumption levels include defense uses. It is especially difficult for the nickel industries 
to continue to sustain the low level of consumption over a long period of time in view of 
the large-scale increases in consumption levels of competitive materials, such as aluminum. 
This is discussed in section VI of this report. 

It is estimated that minimum growth of the nickel industries to keep pace with tech- 
nological advances and economic expansion would require in 1956, under conditions of free 
supply, 220 to 230 milion pounds of nickel for nondefense uses and industrial consumption 
by 1960 of 260 million pounds for nondefense uses alone. 

These estimates exceed preliminary estimates made as of the end of 1954 and are based 
upon an accelerated rate of growth which the experience of 1955 demonstrated to be feasible. 

In recognition of the fact that defense requirements will continue at about the pres- 
ent level for several years, it appears that a modest expansion of the supply available to 
industry for all uses is necessary and desirable to meet the needs of technology and eco- 
nomc growth for peace and war. A consumption level of about 235 million pounds for al] 
uses in 1956, with a goal of 260 million pounds by 1960 for nondefense uses, would contrib- 
ute towards meeting industrial needs. 

Under these conditions industry would continue to meet defense needs and attain a 
reasonable level of availability for nondefense business with provision for expansion from 
1956 through 1960. During this time the national stockpile position will also be greatly 
improved. It would further serve to provide ready markets to absorb a substantial portion 
of the new supplies created under the Government's expansion program when the stockpile is 
completed. The supply position of the United States is described in section IT. 
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Nickel Stocks in Consumers Plants 


Nickel stocks in consumers plants in 1948 were at a level of 21 million pounds. 7; 
level dropped rapidly during the emergency period to as low as 11 million pounds. r 

by the end of 1954 nickel stocks were estimated at about 21 million pounds, and by th 
end of 1955 they will be below 15 million pounds. Further adjustment in inventories beta , 
15 million pounds, although possible, is not considered feasible at this time. It is re- 
ported that the experience of many companies in reducing inventories below a practicable 
working minimum is such that it is not likely to be repeated. A reduction in inventory to 
the point where plant operations are dependent on daily delivery of nickel supplies by truck 
proved to be highly uneconomical and unsatisfactory. Delivery schedules of finished prod- 
ucts were disrupted and orders seriously delayed, causing a deterioration of customer rela- 
tionships. Industry in general is refusing acceptance of orders rather than force a further 
drop in inventories. 


This position is described in chart 10. 


Total Free World Nickel Supply and U. S. Share, 1948-56 


There has been an upward trend of both the Free World and the United States share of 
new nickel] supplies from a low of 225 million pounds for the Free World and 194 million 
pounds for the United States in 1949 to an expected high of 428 million pounds for the Free 
World and 300 million pounds for the United States for 1956. This represents an inc reese ‘of 
one-half in the supply of nickel available to the United States. 

The nickel supply situation is described in chart 11. 

The supply available to the United States has increased principally as a result of a 
vigorous program on the part of the Government to expand supply under the Defense Production 
Act. The following information describes in summary from the Government’s activities in 
this respect, 

The Report on borrowing Authority transmitted by the Office of Defense Mobilization to 
the Congress for the quarter ending March 31, 1955, reports the following information with 
regard to nickel 


[Thousands of dollars | 


Total value of program certified.............+. $720, 984 
Total gross transactions consummated.......... 678, 446 
Completed... 2.02 cccccsccccvccvecctcccscece 120,604 
CuGEANS bn ib FOS ORS NOG CE SBS ox 557, 842 
Balance not consummated..........ccceccecseees 42,538 


Probable ultimate net cost 


Fetal APRS GROG 6.65.06 0006 0000 we.4 ons Hhe29 $160,503 
ee. er ee 147, 073 
Percent of total consummated............... 17.92 
Completed. ocadesdenacne tne cnssccdspaponeses 19,23] 
LC SCLOTER ss cases parcddassecmedeneseoneeteeeoes 127 , 842 
balance not consummated. .........eeeeseeees 13,430 


In order of maynitude, nickel is fourth among 50 materials reported, ranking behind 
only machine tools, aluminum, and rubber. 

[he Korrowing Authority program, as reported, covers approximately 840 million pounds 
of nickel of which 390 million pounds are certified over market price and 45] million pounds 
at the market price. Therefore, of the total amount of nickel covered by the Borrowing Au- 
thority, approximately 48 percent is premium price nickel and 52 percent is market price. 

The nickel supply situation in relation to the consumption pattern as described in the 


receding sections indicates that surpluses in mining and refining facilities and material 
I t g g 


chert 9 


285 


NICKEL-COBALT CONTRACT OBLIGATIONS 


d by the 
be low 
S re- 
able 


9S 


ory to 


by truck 
prod- 


r rela- 


Ss 


further 


vS 


ire of 


Lon 


i¢ Free 


eS 


ofa 


2s 


duction 


; in 


7 9S6I-9b61 
'S'N SHL NI NOILGWNSNOOS “13MIN IWLOL 


— 
oc 
a 
n 
c 
2 


to 


ition 


| with 


os 





AWLSNOM! AB OILSINOIU 9G! NOILAMNSNOD OILVWILSI SEE! 
NOLLAHNSNOD DILHOPTY SININ IO NVINE HFE6/- 96! /T 


6 


8b 


(Spunog vor)|IW) 


Lv 


0 00€ 


ogg 
S$ 68! 
ez 
4 202 
@ 22! 


8 26! 
9 9! 
12e1 
sig 
2091 


9v6I 


996! 


Ss6éi 
+S6éi 
£s6! 
zs6! 

1S6! 


Osé6i 
66! 
Bréi 
iv6i 
9réi 


NOILLdWOSNOD T3N9DIN 


hind 


pounds 
pounds 





os 


ool 


Osi 


002 


os2 


oo€ 


SONNOd NOITTIW 


ng Au- 


in the 


Lce. 
erial 


6 44049 





ICKEL-COBALT CONTRACT OBLIGATIONS 


4 


286 


SS vs es 2s iS 


oS! 
212 
86! 
£°9! 
vil 


etl 
6d! 
e'12 


GILVWIASI SEE! 
“GLMOPTY ONI-UVIA SINIM AO NVIUNE OFE6/-BP6! /T 


os 6b Bvé! 


$s6éi 
*sé! 
€s6! 
26! 
S61 


Oséi 
6v6) 
Ore! 


(Spuneg voij|iW) 
MIOLS T3HOIN 


«SS6I-8b6l 





SONNOd NOM IW 


SLNV1d SYSWNSNOD Ni SHOOLS T3NOIN 


Ol 44049 





aw 


wa 


wo 


wv 


iw" 


(93S ESTIMATED. 


L/ 1948-1954 BUREAU OF MINES YEAR-END REPORTS. 


NICKEL-COBALT CONTRACT OBLIGATIONS 287 


supplies are likely to occur abruptly when the stockpile is completed. The Government's 
commitment to buy nickel under these conditions will be difficult to terminate, as has been 
the case in other materials. A gradual buildup of industrial markets for nickel as de- 
scribed above appears therefore to be in the public interest. 

The expansion of Nicaro Nickel Works in Cuba, a Cuban—United States Government opera- 
tion, is proceeding. It is now expected that by October 1956 the expanded portion of the 
plant will be in operation. By January 1, 1957, it is expected that the United States wil] 
begin to get an additional 20 million pounds of nickel from this source. Preparations are 
underway for the conversion of this product into metal so as to increase its versatility in 
industrial use. 

The Sheritt Gordon operation in Canada is also operating at levels higher than had 
been anticipated. Earlier estimates forecast a production of 17 million pounds as compared 
with actual return of approximately 20 million pounds for 1955. 

Falconbridge Nickel Mines, Ltd., has announced an expansion program designed to raise 
nickel production to 55 million pounds per year with a goal of 45 million pounds for 1956. 
This compares with an output of approximately 40 million pounds during 1955. 

The Freeport Sulphur Company is now ready to begin its pilot-plant operation, and re- 
portedly is prepared to go into production on a commercial basis beginning in 1958. The 
level of production operations is planned at approximately 30 million pounds per year. 

The International Nickel Company has announced extensive exploration and underground 
drilling operations at its Moak Lake properties in Manitoba. These activities are designed 
to determine the commercial practicability of extending nickel mining operations in this 
area. 

The operations of all of these nickel producers indicate an intensive continuing 
search for new sources of nickel on a worldwide basis. 
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IV. NICKEL DISTRIBUTION 
Defense 


Delivery of nickel required for defense purposes is assured under the operations of the 
Defense Materials System administered by the U.S. Department of Commerce. Under provision 
of this system nickel suppliers are required to honor defense orders properly rated and cer- 
tified. In this way defense requirements are met in full on a priority basis. As indicated 
above, defense requirements for the year 1955, rather than dropping off, exceeded the 1954 
actual defense consumption by a substantial amount and exceeded the Government's estimate of 
defense requirements for the year 1955. 

The reasons for this condition include a speedup in timing for delivery of nickel -bearing 
materials for the aircraft program and reflect a trend toward increased quantities of high- 
nickel-content steels in jet aircraft and other programs. In addition, certain di ficiencies 
in the Government system of estimating nickel requirements were noted. It was also noted 
that mill practices on mlitary-type steels reflected on increasing percentage of melt loss 
at the mill, due principally to the introduction of more difficult alloys and to general rec- 
ognition of the need for increased quantities of primary nickel in a period of increased de- 
fense requirements, especially for mills which operate exclusively on defense orders. It is 
estimated at this time that defense requirements can be expected to be sustained at the 


present level with a possibility that they might even be slightly higher, at least during 
the first part of 1956 


Nonde fense 


The impact of the defense program on the nickel supply, together with the Government 
stockpiling program, has created a shortage in the market. Supplies of nickel for nondefense 
uses during 1955, however, will exceed availability during 1954 by a small percentage. This 
has resulted from Government action to divert nickel from delivery to the national stockpile 
in favor of delivery to industry. Such actions have accounted for an additional supply dur- 
ing 1955 of 24 million pounds of nickel. 

These diversions have been consumed largely by the increase in defense demands over 
the original estimate of defense requirements for the year 1955 

A record of the Government’s action is contained in the Stockpile Report to the Con- 
gress as of January-June 1955: 


"As declining defense needs in 1953 somewhat eased the deficit in civilian require- 
ments, important segments of the nickel consuming industry with the support of the Depart- 
ment of Commerce urged elimination of all controls over nickel even though they recognized 
that the supply was still inadequate. They held that continuance of Government controls 
would not result in a distribution more effective, more equitable or more orderly than could 
be accomplished in an open market and that many hardships would be eased by this action. 
Careful consideration was given to this proposal by all defense agencies and it was finally 
agreed that termination of controls could be permitted after provision was made for priority 
filling of defense orders, for the establishment of a firm and substantial schedule of ship- 
ments to the stockpile derived for the most part from Government-sponsored projects, and for 
undertakings by major producers to distribute their supplies to industry equitably. When 
these arrangements were made, the Office of Defense Mobilization authorized the lifting of 
controls on November |, 1953. 
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"In 1954 the deficit in supply for civilian users was not serious. Also, stockpile 
acquisitions increased substantially as a result of the new expansion. However, in 1955 in- 
creasing defense requirements combined with expanded economic activity intensified supply 
difficulties for many users. In February 1955 the Department of Commerce urged making 
available to industry certain amounts of nickel scheduled for delivery to the Government in 
order to relieve the shortage situation. After consultation with the agencies concerned and 
upon the advice of the Defense Mobilization Board, sever million pounds were so released 
during the first six months of 1955. This quantity served to maintain civilian availabili- 
ties at about the 1954 level while delaying completion of the stockpile objective for only 
a short period of time. It was agreed that our improved security position resulting from 
expanded production and from large acquisitions for the stockpile over the intervening peri- 
od could permit this action. 

"By June 1955 it became apparent that the earlier tight civilian supply conditions 
were continuing. Therefore, on recommendation of the Department of Commerce and after con- 
sultation with the Defense Mobilization Board, 6.25 million pounds were released for the 
third quarter of 1955. However, the rate of shipments to the stockpile deriving monthly 
from the Government’s expansion program remains substantial. Meanwhile, in the near future 
additional new supplies will be forthcoming from Government-sponsored projects already under 
contract, which will ease our security position for this metal." 


Questions and Answers 


During 1955, industry representatives have raised a series of questions in correspond- 
ence and conferences with both the Executive Departments and Congress concerning the distri- 
bution of nickel in the civilian market. Some of the questions raised and the answers given 
by BDSA follow: 


Question: What happens to nickel originally acquired by defense ratings on which such 
orders are cancelled? 


Answer: Under existing Government regulations, whenever a military order is cancelled, 
the customer is required to apply such unused nickel.for other rated orders or dispose of it 
as ordered by BDSA under BDSA Reg. 2. This is watched very closely by the BDSA and ve 
do redirect such nickel in every case. We urge that, where a nickel consumer has evidence 
nickel is being used or offered forsale contrary to these regulations, details be forwarded 
immediately to BDSA so that action can be taken to stop such sales. 


Question: What is the origin of continuing offers of nickel which appear in the trade 
at prices above normal market price? 


Answer: It has been our experience that such nickel derives principally from European 
and Japanese sources. For the period January through July, approximately 2 million pounds 
of such nickel had been imported into the United States, as reported through our customs 
procedures. There has been considerable speculation as to whether nickel acquired at market 
price finds its way into the premium price market. We encourage those to whom offers have 
been made to report to the BDSA the details of such offers in order that we can investigate 
and determine the origin of the material offered. In cases where it can be determined that 
that the material originated in the normal market as market price nickel, we inform the sup- 
pliers so that they may take steps to shut off supplies of nickel to those who are offering 
this material for sale rather than consuming it in their own operations. This includes 
those cases wherein a company may go out of business and without notifying his supplier con- 
tinues to acquire nickel. In these cases the supplier is notified. Our experience indi- 
cates that suppliers acting on their own initiative can readily determine that a company has 
gone out of business and can cut off shipments to that company quickly. 
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Cuestion: What steps are taken by the Government to assure equitable distribution of 


nickel? 


Answer: BDSA personne] conduct a monthly audit of nickel distributed by nickel 
producers 1n order to make sure that some nickel consumers do not get more than their fair 
share. ‘his is done by BDSA personnel matching up the order boards of nickel producers in 
order to insure that consumers do not place duplicate orders with different suppliers. In 
addition, the order boards of the nickel plating suppliers are audited periodically. The 
most recent audit was conducted during September of this year. In this way any inequities 
can be corrected quickly. 


In addition,a careful inspection is made of orders placed on nickel suppliers under 
the Defense Materials System covering defense requirements. The records of each company re- 
questing nickel for defense requirements are carefully gone over on a monthly basis. In the 
case of electroplaters who request nickel for defense orders of a certain magnitude, the 
plating supplier is required to submit a list of such orders with name and address of the 
customer. A representative number of these customers are requested periodically to submit 
to BDSA a list of their order numbers, defense contract numbers, nickel required, and rat- 
ings applied. In any case where there appeared to be a violation of the regulations, all of 
the information is turned over to the PDS A Compliance Officers for further checking and ap- 
propriate action, including presentation of pertinent facts to the Department of Justice for 
prosecution. Similarly, on a periodic basis, the steel mills and nonferrous mills are re- 
quired to submit their entire defense order board to the BDSA for a check on defense re- 
quirements. This is done for the purpose of following defense requirements carefully on a 
continuing basis as well as for compliance purposes. Actual spot checks of invoices at the 


mill level are also made. 


Distribution by Major Groups 


Chart 12 and the accompanying table describe nickel consumed by major groups as a per- 
cent of total nickel consumption. The table shows the record of nickel consumption by in- 
dustry groups from 1946 through 1955. ‘The table and charts show the effect of restrictions 
on end use during the Koreanconflict, when nonfunctional uses were prohibited. It also 
demonstrates the effect of the defense load on nickel distribution as these percentages in- 
clude defense as well as nondefense production. ‘Thus during 1955, for example, the defense 
load was particularly heavy in the steel mills as compared with that of the nonferrous and 
plating industries. It also indicates the exent to which the electroplating industries are 
consuming additional nickel with the removal of end-use restrictions. 


NICKEL CONSUMED BY MAJOR GROUPS AS A PERCENT OF TOTAL, 1946-55! 
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V. OUTLOOK 


Over the past year the questions asked most frequently by industry in conferences with 
Government have been: (1) How long is this nickel shortage going to last? (2) When will the 
Government stockpile be filled? and (3) What is the long-term outlook so that we can plan 
expansion and developmental work on an orderly basis? Within the limits of classified in- 
formation the near-and long-term prospects are outlined herein. 


Nickel is probably one of the most vital and versatile alloying elements in the de- 
fense program. Without large quantities of nickel, the jet aircraft program would be seri- 
ously retarded. The constant uprating of aircraft engines in terms of thrust and consequent 

has been made possible by the application of higher nickel content metal products, 
both ferrous and nonferrous. There have been significant changes from low nickel alloys to 
high nickel alloys in recent months. 

This situation gives rise to a substantial current defense requirement and also to a 
wartime requirement even greater in size, The impact of the jet aircraft program on these 
requirements is such as to make it necessary for the Government to maintain a stockpiling 
program in order to overcome deficits certain to occur during times of national emergency. 

Insofar as nickel is concerned the Government’s stockpiling program moved along at a 
slow pace beginning in 194. During the Korean period the increased defense load consumed 
virtually all of the nickel available to the United States and very little stockpiling was 
accomplished. In 1954, the Government’s stockpiling program got underway on an accelerated 
basis for the first time. 

During the same period, as indicated in chart 11, the supplies of nickel available to 
the United States increased substantially. Nickel generated as a result of this expansion 
program was entirely destined for Government stocks. Thus, increased production from Cube, 
Canada, and the United States were all committed to the Government, with almost half of this 
supply coming to the Government at above market price. 

Beginning in the first quarter of 1955 the impact of increased business and economic 
activity, as represented within the Government by the Department of Conmerce, resulted in 
the beginning of diversions of nickel from delivery to the stockpile in favor of delivery to 
industry. During 1955 the Government diverted 23,950,000 pounds from delivery to the stock- 
pile to industry. This action, together with a 6-million-pound depletion of consumers 
stocks, permitted industry to consume nickel at an estimated level of 216 million pounds 
during 1955. 

The normal supply of nickel available to the United States, exclusive of stockpile, is 
estimated at 186 million pounds. In order to maintain the 1955 consumption rate during 1956 
it would therefore be necessary for the Government to divert 36 million pounds of nickel 
from delivery to the stockpile to industry. This would include an adjustment for the 6- 
nillion-pound depletion of consumer stocks during 1955 which obviously cannot be repeated 
during 1956. A higher consumption objective would require even greater diversion. This 
would, of course, slow down the Government's stockpiling rate. The decision, therefore, is 
one of balancing the need for continued high levels of economic activity insofar as they de- 
pend on nicke] and the national security considerations implicit in a decision to slow down 
delivery to the national stockpile. 

As described in section IV, the Government has stated publicly that our improved se- 
curity position resulting from expanded production and large acquisitions for the stockpile 
in the intervening period permitted diversion actions taken during 1955 in the interest of 
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meeting the combination of expanded economic activity and an increasing defense requirement, 
It seems logical to expect that the Government will maintain a policy consistent with this 
approach during 1956. 

The situation as described above applies to the year 1957 as well as to the year 195¢ 
The near-term outlook, therefore—the outlook for 1956 and 1957—is dependent upon the Pi 
ernment’s decision in the matter of diversions to industry and the resultant effect of these 
diversions upon the rate of Government stockpiling. As was the case in 1955, it will be 
noted, the Government did make sizable diversions to industry. It is therefore reasonable 
to expect that Government decisions for 1956 and 1957 will take all of the pertinent factors 
into account and arrive at the decision it feels is in the best interest of the United 
States, both as related to industrial needs and as related to our national security. 

It should be emphasized that this near-term outlook is subject to change either up or 
down depending upon factors affecting our national security during 1956 and 1957, 


Loug-Tera 


The long-term outlook for nickel for purposes of this report includes the prospects 
for a balance of supply and demand in the market place after 1957. It has long been the 
Government’s policy to taper off its purchases for Government account for stockpiling as it 
reaches successful completion of a stockpile goal. This is done so that the Government may 
withdraw from the market gradually rather than abruptly. The Government does not consider 
it to be good policy to continue its procurement full blast until the last ounce of stock. 
pile has been acquired, and then abruptly leave the market to absorb the shock of Government 
withdrawal all at once. 

Accordingly, beginning sometime after January 1957, the Government is likely to be 
more inclined to withdraw from the market in favor of industrial damands, provided national 
security requirements at that time permit this to be done. 

Supplies of nickel available to the United States for the long term can be expected to 
continue to increase as primary nickel producers expand their own production over the years, 
Thus, for example, beginning in January 1957 there will be a substantial increase in nickel 
from Cuba. Projected also are expansions in supplies of Canadian nickel. Although Free 
World demand is expected to increase along with United States demand, the United States is 
expected to receive its proportionate share of the Free World’s supply over the years. This 
is assured because much of the increased Free World supply results from U. S. Government- 
stimulated programs, and therefore United States industrial consumers will, when the Goverm- 
ment begins to withdraw from the market, have ready access to substantial portions of this 
nickel. 

In order for industry to consume nickel at the levels of supply anticipated upon the 
completion of stockpiling, nickel consumption wil] have to increase by 50 percent or, to put 
it the other way around, nickel suppliers will have to sell over 300 million pounds of nickel 
per year, as against the current consumption rate of slightly over 200 million pounds. This 
leaves a great deal of "elbow room" for future expansion and developmental work in the 
nickel-consuming industries. For the long term, therefore—that is, after 1957—develop- 
mental and expansion proposals should be judged on technical performance and economic grounds 
rather than on the basis of nickel availability in the future, since it appears that ample 
supplies in the long term will be readily available to meet an expansion of consumption of 
the magnitude indicated above. Here again the long-term outlook is subject to change up or 
down depending upon security requirements. 
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VI. REVIEW OF THE COMPETITIVE POSITION OF NICKEL, 
ALUMINUM, AND COPPER 


In the course of the Government’s discussions of nickel policies with the representa- 
tives of the nickel-consuming industries, it has been alleged by industry that the nickel 
industries are losing their competitive position in relation to other metals. This has 
caysed a great deal of alarm on the part of the nickel-consuming industries. Accordingly, a 
comparison of the trend of primary nickel and aluminum consumption for the years 1946 through 
1954 and projected for 1956 and 1957 has been prepared. Chart 13 shows the relative con- 
sumption of these two materials. As indicated, consumption of aluminum continues in a steady 

trend which by 1956 will have almost quadrupled that of 1946. The movement of primary 
slminun into industrial markets is at the present time unrestricted, except that defense 
orders mst be filled on a priority basis. At the same time the flow of primary nickel into 
industrial markets has been restricted by Government action. 

The comparison of nickel and aluminum consumption is presented here in the interests 
of developing a complete history. As a further check on the impact of Government policy on 
the consumption of the competitive metals, there is included herein an analysis of the United 
States per capita consumption of refined copper and primary aluminum and nickel for the pe- 
riod 1946 projected through 1960. This comparison is shown in chart 14, As indicated, the 
per capita consumption for both copper and aluminum shows a steady projected increase with 
copper achieving its pre-war levels as copper-consuming industries grow. Aluminum shows an 
extended growth over the years with a continued growth projected. 
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EXHIBIT 4 


DEPARTMENT OF COMMERCE 
Business and Defense Services Administration 
Washington, D. C. 


MINUTES 


Meeting of 
STEEL TASK GROUP ON NICKEL 


October 25, 1955 


Thomas J. Moore, Jr., Director, Iron and Steel Division 
GOVERNMENT PRESIDING OFFICER 


eee 


Task Group Members 
(*Present at Meeting) 


John S. Ewing *W. J. McCune 
United States Steel Corporation Sharon Steel Corporation 
Pittsburgh, Pennsylvania Sharon, Pennsylvania 
*Clyde Roberts *C. H. McCol lam 
Republic Steel Corporation The Timken Roller Bearing Co. 
Cleveland, Ohio Canton, Ohio 
* James D. Glenn *R. S. Clingan 
Crucible Steel Company of America Copperweld Steel Co. 
Pittsburgh, Pennsylvania Pittsburgh, Pennsylvania 
*C. R. Mitchell, Jr. * John H. Abbott 
Allegheny Ludlum Steel Corp. Rotary Electric Steel Co. 
Pittsburgh, Pennsylvania Detroit, Michigan 
*W. G. Stewart *J. P. Butterfield 
Universal Cyclops Steel Corp. Armco Steel Corporation 
Bridgeville, Pennsylvania Middletown, Ghio 

W. J. Stephens 


Bethlehem Steel Company 


Bethlehem, Pennsylvania 





Other Industry Representatives: 
J. V. Burley, Republic Steel Corporation 
C. F. Dickinson, United States Steel Corporation 
J. D. Briggs, Bethlehem Steel Company 





Iron and Steel Division 
Thomas J. Moore, Jr., Director 
Sterling 3-9200, Ext. 4412 
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Government Representatives Present: 


Department of Commerce—BDSA 
H. B. Director 
Thomas J. Moore, Jr. 
Charles Halcomb 
P. E. Floyd 
Harry K. Herschman 
Frank R. Bailey 
E. L. LaGrelius 


Other Agencies 
Thomas Curtis—ODM 
Arnold C. Lewis—ODM 
James P. Pinkley—GSA 
H. A. Brooks—GSA 


Thomas J. Moore, Jr., Director, Iron and Steel Division 
Government Presiding Officer 


PURPOSE OF MEETING: To review the nickel supply situation 


Mr. Moore opened the meeting with introductory remarks describing the purpose of the 
meeting and the Department of Commerce objective in developing a report which will adequately 
reflect industry’s views concerning nickel requirements for the year 1 956. 

Mr. Moore introduced Mr. H. B. Director, who presented the general outlook on nickel 
supplies and requirements for the period 1946 through 1956, and described in detail consump- 
tion and supply trends for specific industries, with emphasis on stainless steel and low 
nickel alloy steels. 

The views of the task group were then solicited concerning the industry's needs for 
nickel alloys. The industry representatives made the following observations: 


1. Industry believes that market development is being retarded by the lack of nickel, 
and is concerned over the competitive materials position of nickel-bearing steels and alumi- 
num. 

2. Public safety requirements in such things as railroad rolling stock, which require 
nickel alloys, make it difficult to cut back on nickel applications in this field. 

3. Serious curtailment of production is now taking place in nickel-bearing steels and 
will continue to take place unless more nickel is made available. 
to 30%. 

4. Shipments to steel warehouses during 1956 will suffer. The 1955 production rates 
were maintained only by the depletion of scrap and primary nickel inventories. The curtail- 
ment of shipments to warchouses will affect many small businesses whose normal procedure is 
to purchase from warehouses. 

5. The shortage of nickel-bearing scrap is an important factor in the nickel situation 
which can only be corrected by increased availability of market price primary nickel. 

6. There have been no immediate savings in nickel resulting from the introduction of 
leaner alloys. There has been as yet no widespread customer acceptance of lower nickel 
grades in spite of incentives provided by the mills. 

7. Government is urged to adopt a flexible stockpile policy for 1956. 

8. Government is urged to put Hanna nickel-iron on the market, thereby encouraging do- 
mestic production of nickel. 

9, Non-defense nickel supplies should be increased by 30%. 

10. The location in the Free World of five nickel-producing areas reduces somewhat the 
hazards in calculating nickel supply availability during an emergency. 


Production cuts range up 
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11. The Gross National Product has gone up considerably while nickel consumption for 
non-defense purposes remains the same. 

12. Diversions from stockpile acquisition by the Government should be at the rate of 
5 1/2 million pounds per month. The stockpile would continue to get a high rate of nicke] 
especially since additional domestic production is coming in. r 

13. Diversions of nickel by the Government should be made on a quarterly basis, 

14. Government, in issuing its press releases, should be very careful not to give the 
impression that additional nickel is available for non-defense uses unless in fact there is , 
substantial or marked change in the supply of nickel availability for these non-defense uses, 
Press releases thus far issued have given consumers the impression that additional supplies 
of nickel for non-defense uses would be substantial, thus building up pressures on producers 


to satisfy customers’ needs beyond the ability of the industry to do so in the face of nickel 
shortages. ; 
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DEPARTMENT OF COMMERCE 
Business and Defense Services Administration 
Washington, D. C. 


MINUTES 


Meeting of 
NON-FERROUS TASK GROUP 


October 24, 1955 


Mr. P. E. Floyd, Chief, Ferro-Alloys Branch, Iron and Steel Division 
GOVERNMENT PRESIDING OFFICER 


ee 
Task Group Members 
(*Present at Meeting) 
+4, J. Wildman W. M. Goss 


The International Nickel Company, Inc. Scovill Manufacturing Company 
New York, New York Waterbury, Connecticut 


"George Lennox E. W. Allen 
Driver-Harris Company Thomas A. Edison, Inc. 
Harrison, New Jersey West Orange, New Jersey 


*fobert M. Briney *Henry L. Marion 
Haynes Stellite Company Phelps Dodge Copper Products Corp. 
New York, New York New York, New York 


"Elmer Lang 
The Anerican Brass Company 
Washington, D. C. 


Other Industry Representatives: 
J. Donald Moulton, Thomas A. Edison, Inc. 


Government Representatives Present: 


Department of Commerce—BDSA 
Herman B. Director 
Paul E. Floyd 
Harry K. Herschman 
Frank R. Bailey 
H. M. German 


Other Agencies 
Hubert W. Davis—Bureau of Mines 
Arnold C. Lewis—Office of Defense Mobilization 


Mr. P, E. Floyd, Chief, Ferro-Alloys Branch, Iron and Steel Division 
Government Presiding Officer 


Iron and Steel Division 
Thomas J. Moore, Jr., Director 
STerling 3-9200 
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PURPOSE OF MEETING: To review the nickel supply situation 


Mr. Floyd opened the meeting with introductory remarks describing the purpose of the 
meeting and the Department of Commerce objective in developing a report which will] adequately 
reflect industry's views concerning nickel requirements for the year 1956. 

Mr. Herman Director presented the general picture regarding nickel supplies and re. 
quirements for the period 1946 through 1956, and described in detail comsumption and supply 
trends for specific industries with emphasis on non-ferrous uses. 

The views of the task group were then solicited concerning the industry’s nickel re. 
quirements. The committee made the following observations: 


1. The psychology of scarcity in connection with nickel is cited as a principal reason 
why prospective customers stay out of nickel. Because of this, facilities, pipe lines and 
skills are sacrificed and will not be available in time of mobilization. 

2. The non-ferrous industry is forced to turn down large quantities of orders and loge 
a considerable amount of business because of the lack of nickel. Non-ferrous producers are 
also very seriously behind in their deliveries and are now quoting up to nine months delivery, 
thus causing customers to back away from high nickel alloys. 

3. During 1955, the industry was able to maintain an operating rate at the levels indi. 
cated in the survey by depressing inventories and by scouring the scrap market. With inven. 
tories at a low level and scrap becoming increasingly more difficult to obtain, any diversion 
of nickel in quantities less than those diverted during 1955 would very seriously curtail] 
production in the industry. 

4. There appears to be a very heavy order board in copper alloys required for con- 
densers and heat exchangers in the power, chemical and petroleum industries. Those who can 
are designing away from nicke] alloys but those applications requiring nickel as a safeguard 
against corrosion, and to provide required strength at higher temperatures and pressures, 
cannot effectively design away from nickel. In general, there appears to be a great loss of 
efficiency and life of equipment resulting from the present necessity of using lower nicke] 
alloys due to the shortage of nickel. 

5. Government, in issuing its press releases, should be very careful not to give the 
impression that additional nickel is available for non-defense uses unless in fact there isa 
substantial or marked change in the supply of nickel available for these non-defense uses, 
Press releases thus far issued have given consumers the impression that additional supplies 
of nickel for non-defense uses would be substantial, thus building up pressures on producers 
to satisfy customers’ needs beyond the ability of the industry to do so in the face of nickel 
shortages. 
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EXHIBIT C 


DEPARTMENT OF COMMERCE 
Business and Defense Services Administration 
Washington, D. C. 


MINUTES 


Meeting of 
ELECTROPLATERS TASK GROUP 


October 26, 1955 


Thomas J. Moore, Jr., Director, Iron and Steel Division 
GOVERNMENT PRESIDING OFFICER 


RS Ree eee 


Task Group Members 
(*Present at Meeting) 


‘Frederic R. Kellogg *R. L. McGean 

Apothecaries Hall Co. McGean Chemical Company 
Waterbury, Connecticut Cleveland, Ohio 

"louis M. Hague A. W. Grele 

Hanson-Van Winkle-Munning Co. Seymour Manufacturing Co. 
Watawan, New Jersey Seymour, Connecticut 

*H, E. Nice *C. H. Reeme 

Harshaw Chemical Co. The Udylite Corporation 
Cleveland, Ohio Detroit, Michigan 





Other Industry Representatives: 
J. V. Burley, Republic Steel Corporation 


Government Representatives: 


Department of Commerce—BDSA 
H. B. Director 
Thomas J. Moore, Jr. 
Charles Halcomb 
P. E. Floyd 
Frank R. Bailey 
Harry K. Herschman 


Thomas J. Moore, Jr., Director, Iron and Steel Division 
Government Presiding Officer 





Iron and Steel Division 
Thomas J. Moore, Jr., Director 
STerling 3-9200, Ext. 4412 
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PURPOSE OF MEETING: To review the nickel supply situation 


Mr. Moore opened the meeting with introductory remarks describing the purpose of the 
meeting and the Department of Commerce objective in developing a report which will adequately 
reflect industry’s views concerning nickel requirements for the year 1956. 

Mr. Herman Director presented the general out look on nickel supplies and requirements 
for the period 1946 through 1956, and described in detail consumption and supply trends for 
specific industries, with emphasis on electroplating. 

The views of the task group were then solicited concerning the electroplating indus. 
try’s needs. The committee made the following observations: 


1. Over the past several years, supplies of nickel in electroplating tanks have been 
kept at a bare minimum and have never really been restocked to the extent required by good 
plating practice as defined by the plating industry. These tanks are in dire need of replen- 
ishment. 

2. The industry representatives reported that inadequate supplies of nickel force ip. 
efficient thicknesses of nickel coatings in present electroplating practices. 

3. Inventories are grossly inadequate for current operations they reported, since yir. 
tually all nickel received from the suppliers is immediately put in process, leaving no nick- 
el for maintenance of stocks. 

4. There was considerable discussion concerning the impact of short nickel supplies o 
the design of products away from nickel. Cases in point included the following: auto part 
manufacturers, hardware, cooking utensils. This lack of nickel was described as impairing 
sales and retarding technology advances in plating. Producers dependent on nickel are suf- 
fering unemployment, loss of business, and consequently profits. Attention of the Government 
is invited to the fact that, while the economy is expanding, the nickel plating industry is 
not expanding. 

5. The industry members maintained unanimously that the estimates for plating require. 
ments submitted to the Government as a part of the nickel survey are reliable. They feel 
that there is ample room for an expansion of nickel-consuming industries which would require 
the amount of nickel requested by the industry. 

6. It was pointed out that the plating industry has a large number of small businesses, 
These small businesses are abandoning nickelplated products, and new small businesses are not 
starting in this field because nickel supplies cannot be assured. 

7. The industry pointed to the fact that the principal market for premium price nickel 
is in the plating field. This fact was interpreted as an indication that the greatest short- 
age of nickel exists in the plating field. 

8. Government, in issuing its press releases, should be very careful not go give the 
impression that additional nickel is available for non-defense uses unless in fact there isa 
substantial or marked change in the supply of nickel available for these non-defense uses, 
Press releases thus far issued have given consumers the impression that additional supplies 
of nickel for non-defense uses would be substantial, thus building up pressures on producers 
to satisfy customers’ needs beyond the ability of the industry to do so in the face of nickel 
shortages. 
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EXHIBIT D 


August 29, 1955 


Wr. Richard E. Paret 

Comittee of Stainless Steel Producers 
jerican Iron and Steel Institute 

390 Fifth Avenue 

New York, New York 


fear Mr. Paret: 


Enclosed is a sunmary of the figures I used in my remarks at your meeting in New York 
jest Thursday. However, they have been changed so that when extended they would agree with 
the summary as outlined in Mr. Rinek’s report to your Committee on March 14, 1955. 


The results that we desire in these calculations is the amount of nickel that the 
stainless steel industry would have to have available in purchased scrap for the year 1955 in 
order to make the chrome nickel melt anticipated for this year. 


Qur figures are actual for the first six months of 1955 and assuming that the second 
half would be at the same rate there would have to be available in purchased scrap 151,460 
tons of material containing 200 lbs. of nickel per ton. 


The amount our scrap consultants could forecast for this year would be 96,000 to a max- 
imm of 100,000 tons of stainless steel scrap or this will produce a shortage of between 
$0,000 and 65,000 tons for the year. Of course this will be more or less dependent upon the 
nickel content of the scrap. 


This is an amount that would be almost impossible to prepare, therefore it appears that 
the shortage and the increase in price of this scrap is due to the industry bidding for an 
item that is in short supply. 


The forecast which was made on March 14, 1955, was calculated on a melt of 555,000 tons 
for the year. On the basis of the actual figures for six months, the total for the year of 
1955 will be approximately 650,000 ingot tons of chrome nickel melt, therefore from our cal- 
culations it will require approximately 30,000,000 lbs. to come from purchased scrap instead 
of the estimate 27,000,000 lbs. This is not in proportion to the increase in the melt be- 
cause of the fact that more primary nickel was made available than was anticipated in March 


of 1955. 


Qf course there is a domestic requirement tor nickel scrap in excess of availability 
ad this is indicated by the stainless industry’s inability to secure the scrap and that all 
industries are advertising in magazines such as the American Metal Market to purchase all 
types of nickel scrap. 


The export which at one time was considered as having considerable influence or the 
availability in the domestic market does not have the effect it was thought to have. 


The figures that I quoted in your meeting for licenses for the second quarter of 1955 
mas 382,761 lbs. of contained nickel in licensed exports of which 25% was grindings. 


So far in the third quarter, there has been licensed 1, 120,000 lbs. of metal containing 
from 6 to 9% nickel and there are no grindings in the third quarter. However, all of this 


scrap was contaminated containing 1 1/2 to 3% copper which was rejected by the stainless 
steel industry. 
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Mr. Paret 


August 29, 1955 


The only other nickel scrap which was licensed for export is a quantity of sodium 
filled valves, crushed radio tubes and grindings and turnings, all of which were rejected by 
U. S. melters. 


Monel metal is not included in the above calculations. 


From these calculations it indicates that there was considerable scrap used in the 
first half of this year as the new nickel used was only 81.4 lbs. per ton which was on the 
low side of the average over-all normal peacetime years, and this also means that in the 
first half of the year 59 1/2% of the nickel charged came from scrap. 


This does not mean that the same situation will continue on into the second half be- 
cause it seems that extreme shortages will develop for the balance of this year. 


Sincerely yours, 


P. E. Floyd 

Assistant Director 
Iron and Steel Division 
for Ferro-Alloys 


Enclosure 


29, 1955 


cted by 


n the 
the 


ision 


NICKEL-COBALT CONTRACT OBLIGATIONS 307 


CONSUMPTION OF NICKEL IN MELTING CHROME NICKEL STAINLESS 
STEEL—FIRST SIX MONTHS OF 1955 


Chrome Micke] Ingots Melted (AISI) ..cccccsccccccccccccccccccvccccccccccescens 324, 780 
Prodent Shipped SEE Yield... cccsccccccccccccccccsccccccccsccscvcccsccccccecss 175, 381 
Total Nickel Required. Rate 200 lb. per ingot ton........ccccccccceecccccees 64, 956, 000 
Primary Nickel Consumed (Bureau of Mines).........scceeeccesececeesececeeeess 26,425,754 
Mickel Bemsired. Mast come fram Scrape. .cccccccccccccccccsccccccescccocceses 38,530, 246 
Ingot Weight Less Product—Weight equals mill revert scrap and unrecoverables 149, 399 
Unrecoverable losses equals 10% ingot weight.......cssecccccceccccssceecceces 32,478 
Revert Sevrap Available. ooccccccccccccccccccccsccccccccccccccccccccccescccoces 116, 921 
Nickel available in Revert Scrap. 200 lb. per tom......ccceccccccccccsceeees 23, 384, 200 
Balance nickel must come from purchase SCTap.....ccceeccccccccccccecceeeseees 15, 146, 046 


If purchased scrap averages 200 lb. per ton, industry must have available 
SOF GAPORERR. cc ccccccccccccccccccecccccccccccccecececsceccescessescccceceees 75, 730 


tons 
tons 
tons 


lb. 


tons 











EXHIBIT 9 


The Supply of Nickel 


1958-1961 


A SURVEY BY 


THE INTERNATIONAL NICKEL COMPANY, INC. 
67 Wall Street New York 5, N. Y. 


May 1, 1958 








THE SUPPLY OF NICKEL 


Page 
Free World Production Capacity 1958-61 ....... 2-3 
(1958—525,000,000 Ibs.) 
(1961—650,000,000 Ibs.) 
Available Stocks in North America ............ 4-5 
(Inco and U. S. Gov't stocks at 
April 30, 1958—112,000,000 lbs.) 
Consumption in North America 1951 to Date .... 6-7 
(Current rate 170-180,000,000 Ibs.) 
Consumption in Free World 1951 to Date ....... 8-9 
(Current rate 340-360,000,000 Lbs.) 
Geographical Distribution of Inco Nickel—1957. . 10 


International Nickel—Capacity, Production, Deliv- 
eries, Manitoba Mine, and Future Exploration 11-12 


This booklet has been prepared by the staff 
of The International Nickel Company, 
Inc. to provide users of nickel and of 
nickel-containing products with up-to-date 
information on nickel supplies and outlook. 
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FREE WORLD — PRODUCTION CAPACITY 


Free world nickel production capacity in 1958 (including both 
market and premium price nickel) is estimated by The Internationa] 
Nickel Company, Inc. at about 525,000,000 Ibs., or about 
115,000,000 lbs. more than total free world consumption in 1957, 
and about 35,000,000 lbs. more than total free world deliveries 
in 1957. (Accumulated stocks of nickel on hand in North America 
and available to consumers as of April 30, 1958 are shown on 
pages 4-5.) 


Free world nickel production capacity is estimated by us at 
about 550,000,000 lbs. per year in 1959, about 600,000,000 Ibs, 
in 1960, and about 650,000,000 lbs. in 1961. The estimated 196] 
capacity is about 235,000,000 lbs. more than total free world 
consumption for both civilian and defense purposes in 1957. 


Our estimates of future nickel production capacity are based 
upon Inco’s own projects and upon our assessment of the publicly 
announced production and expansion plans of other producers 
charted and tabulated on the opposite page. 


Free world deliveries of nickel from 1951 to 1957, as estimated 
by us, are also charted and tabulated on the opposite page. 





fe et he 


Maximum production capacities planned for 1958-61 and shown on the chart are taken 
from company statements in the case of Falconbridge Nickel Mines Limited, Sherritt 
Gordon Mines Limited, Freeport Sulphur Company, the M. A. Hanna Company, and 
Société Le Nickel; government reports in the case of the U. S. Government’s Nicaro plant; 
and trade reports in the case of others. Figures shown for years prior to attainment of 
maximum production capacity are based upon these goals. 


[2] 
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FREE WORLD 
PLANNED NICKEL PRODUCTION CAPACITY 1958-61 
COMPARED WITH NICKEL DELIVERIES 1951-57 





0th — 
ynal Planned Production Capacity 
= Y 
— 0 Y 
57, 600 U} 
ties 550 y Y) 
rica 500 r Y - A 
1 on - Y) Y) 
400 Yy Yy 
300 
ZAYWy 
is at 250 Y) Yj 
| 200 
lbs. a Y y; 
961 oii Y U) 
orld Y Y 
Y Y 
1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 
ased Canada (Millions of Pounds) 
licly Inco (Sudbury) 243.9 249.0 251.4 282.0 290.5 286.1 290.1|310.0 310.0 310.0 310.0 
cers Inco (Manitoba) — _- ~- os - —- —j|- — 150 75.0 
Falconbridge 24.0 27.0 328 388 41.1 43.4 46.9] 52.5 55.0 55.0 55.0 
SasitGerdon — — — 40 44 2712 25| 275 215 215 2S 
Cuba 
rated Nicaro — 178 27.7 29.1 303 32.1 44.0) 520 540 540 540 
Freeport fee a la a ae ee 
United States 
Hanna dhe gies, ae 3 65 114 18.0] 180 180 180 180 
— Others iS LS 2 th. 2 0b 20S 20 
re taken : ‘New Caledonia and 
Sherritt Southeast Asia 
any, and Le Nickel 13.0 14.0 115 160 225 19.5 235] 25.0 35.0 45.0 55.0 
ro plant; Japanese Refiners .7 3.1 60 98 13.7 242 345) 35.0 35.0 35.0 35.0 
t of 
a Miscellaneous 29 #43 #46 «56306«(84~«(CO64 COS) 75 «1S «7S «(15 
Total 286.0 316.5 335.2 386.6 438.3 451.5 489.0| 529.5 559.0 619.0 689.0 


See note on opposite page. 
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NORTH AMERICA — STOCKS 


Inco and United States Government accumulated stocks of 
unconsumed nickel on hand in North America and available to 
consumers at April 30, 1958 are estimated by us at 112,000,000 
lbs. and are continuing to grow. Consumers’ inventories at the 


same date are estimated at 32,000,000 lbs. These amounts taken | 


together are the equivalent of over half of the total 1957 nickel 
consumption in North America for both civilian and defense 
purposes. 


These accumulated stocks of nickel are shown on the chart on 
the opposite page. They consist of unsold nickel in the hands of 
Inco, accumulations of nickel in inventories of the United States 
Government or of its Nicaro plant which are available for con- 
sumption, and consumers’ inventories. Accumulations of nickel in 
Government inventories represent nickel produced by the Govern- 
ment, or delivered to it under its stockpiling program, which has 
been released to industry but has not been taken. 


United States Government inventories of nickel purchased 
under its stockpiling program at premium prices and available 
for consumption are shown separately. 


Nickel actually in the United States Government stockpile is 
not available for consumption and is not included in the chart. 
Any unsold nickel in the hands of producers other than Inco and 
the Nicaro plant is also not included in the chart. 


[4] 
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ACCUMULATED STOCKS OF NICKEL IN NORTH AMERICA 
AVAILABLE TO CONSUMERS 


Inco and U. S. Government Stocks and Consumers’ Inventories 
at April 30, 1958. 


(Nickel in U. S. Government stockpile is not included) 


Eis Total 
ag Stocks of Market Price Nickel 
E89 Stocks of Premium Price Nickel 


Consumers’ Inventories 


sseseueseeuvan 





Stocks of Unsold Nickel— 


Inco and U. S. Government: 


ee ee ee ee eee Cer Te ere eek 80,000,000 lbs. 
SE EIOS Fok ck caso tcecnsadarancasened Oteedeecameeeaee 32,000,000 Ibs. 
112,000,000 Ibs. 

ee SHPENOUNIOD =< ss 6 CRA eee cade ocvldhs Welkdieccaccdscewet 32,000,000 Ibs. 
IN 8 cca a Re a dd acaeed cd eddg c ecudes cuanenr ewer 144,000,000 Ibs. 


{5] 
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NORTH AMERICA — CONSUMPTION 


Consumption of nickel in North America for civilian and de. 
fense purposes in the first six months of 1958 is estimated by us 
to be at a rate of about 170,000,000 to 180,000,000 Ibs. per year, 
compared with a 1957 consumption rate of 251,000,000 lbs., and 
a 1957 delivery rate of 309,000,000 lbs. 


During the last quarter of 1957 total consumption of nickel in 
North America was at an estimated annual rate of 222,000,000 Ibs. 


The chart on the opposite page shows total consumption and 
deliveries of nickel in North America from 1951 through 1957, 
Nickel taken into the United States Government stockpile is not 
considered for the purposes of this survey as having been consumed. 


Requirements of nickel for defense purposes were progressively 
and substantially down in 1957. We regret we are not in a position 
at this time to publish our separate estimates of defense consump- 
tion and civilian consumption. 


Deliveries shown for 1951 through 1957 include amounts sup- 
plied by all producers to consumers as well as to the United States 
Government. The excess of total deliveries over consumption rep- 
resents: nickel taken into the United States Government stockpile 
and not available for consumption; nickel accumulated in Govern- 
ment inventories which is available for consumption; and fluctua- 
tions in consumers’ inventories. Accumulations in Government 
inventories represent nickel produced by the Government, or 
delivered to it under its stockpiling program, which has been 
released to industry but has not been taken. 


The United States Government has announced its intention to 
release to industry all nickel under contract for delivery in 1958 
under the stockpiling program. It is our opinion that the United 
States Government will want to offer to industry any additional 
nickel purchased under its stockpiling program. 


[6] 
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NICKEL CONSUMPTION AND DELIVERIES 





i IN NORTH AMERICA 
us 
ir, 
nd 
7 
: Total Deliveri a“ 
in ota iveries 3 Zs 
8, ae 
nd | 
7. 
10t 
ad. 
aly 
on 
1p- 
ip- 
tes 
2p- 
ile 1951 1952 1953 1954 1955 1956 1957 
rmn- 
ee Pounds a en i, 
1a- Excess of 
ont Total Total Deliveries over 
Consumption Deliveries Consumption 
= 1951 176,000,000 195,000,000 19,000,000 
en 1952 206,000,000 218,000,000 12,000,000 
| 1953 213,000,000 231,000,000 18,000,000 
| 1954 191,000,000 269,000,000 78,000,000 
1955 226,000,000 301,000,000 75,000,000 
to 1956 263,000,000 299,000,000 36,000,000 
08 | 1957 251,000,000 309,000,000 58,000,000 
ed | —-Jan,-June 1958 170-180,000,000 
al (Est. annual rate), 


Consumption figures are estimated by us and reflect United States consumption data 
reported by the U. S. Bureau of Mines. Delivery figures are also our estimates. 
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FREE WORLD — CONSUMPTION 


Consumption of nickel in the free world during the first six 
months of 1958 is estimated by us to be at a rate of from 
340,000,000 to 360,000,000 lbs. per year, compared with 1957 
consumption of 412,000,000 lbs. and total 1957 deliveries of 
489,000,000 Ibs. 


The chart opposite shows free world consumption of nickel 
and free world deliveries of nickel in all forms, as estimated by 
us, for the years 1951 through 1957. In countries other than the 
United States, total consumption has been estimated as being equal 
to total deliveries to consumers less estimated increases in con- 
sumers’ inventories in 1957. 


Deliveries shown include amounts supplied by all producers 
to consumers as well as to governments. 


[8] 


NICKEL-COBALT CONTRACT OBLIGATIONS 319 


NICKEL CONSUMPTION AND DELIVERIES 
IN THE FREE WORLD 








MILLION 
POUNDS 
650 
600 
550 
a Free World Deliveri 
é ree oric eliveries 
six 450 
om 400 
57 7 
of os 
250 
200 
150 
kel 100 
by 50 
the | 0 
1 1951 1952 1953 1954 1955 1956 1957 
ua 
on- Pounds ———————————— 
Consumption Deliveries 
1951 262,000,000 286,000,000 
ers 1952 305,000,000 317,000,000 
. 1953 312,000,000 335,000,000 
1954 305,000,000 387,000,000 
1955 358,000,000 438,000,000 
1956 411,000,000 452,000,000 
1957 412,000,000 489,000,000 


Jan.-June 1958 
(Est. annual rate) 


340-360,000,000 


[9] 
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GEOGRAPHICAL DISTRIBUTION 
OF INCO NICKEL DELIVERIES IN 1957 


EUROPE UNITED STATES 


28.7% 64.4% 


{ 10] 





i wt h* bey 6,5 Of Oe ae 


~s 





NICKEL-COBALT CONTRACT OBLIGATIONS 321 
INTERNATIONAL NICKEL 
Current Capacity and Production at Sudbury 


Inco’s capacity at Sudbury is now up to about 310,000,000 lbs. 
of nickel per year. After two production cutbacks announced on 
March 17 and April 23, 1958, Inco will be producing at the rate 
of about 250,000,000 lbs. per year. This reduced production rate 
is about the same as Inco’s total production capacity five years ago. 


Current Deliveries 


Inco’s total world deliveries of nickel in all forms during the 
first half of 1958 are running at the rate of about 200,000,000 lbs. 
per year. 1957 deliveries were about 290,000,000 Ibs. 


aa NSEREe commensal 


New Manitoba Mine 


Inco’s Thompson mine in northern Manitoba will be completed 
in 1960, with July of that year as the target date for first smelter 
production. When completed, the mine will have a nickel produc- 
tion capacity of 75,000,000 lbs. per year. The construction of a 
30-mile railroad connection with the mine, and the sinking of a 
1,057-foot development shaft have already been completed. Sink- 
ing of the production shaft has reached a depth of 1,450 feet and 
will be completed to its full depth of 2,100 feet in the fall of 1958. 
Construction of the mine head frame, the mill, and the smelter, 
as well as a town for a population of 8,000, is also proceeding 
on schedule. 


(11) 
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Inco’s Manitoba project, which was started in December 1956, 
involves an expenditure of approximately $175,000,000. This 
includes the cost of opening and developing the mine, constructing 
the mill and smelter and a refinery, building a power plant on the 
Nelson River, building plant transportation facilities and the 30. 
mile railroad connection with the Canadian National Railways’ 
Hudson Bay line, and constructing community installations and 
dwellings at the Thompson townsite. 


The Thompson mine was discovered in 1956 after ten years 
of systematic exploration in the area by Inco at a cost of about 


$10,000,000. 


Production Capacity in 1961 


Inco’s combined production capacity at its Sudbury operations 
and at its 1,000-mile-distant northern Manitoba operations will 
be 385,000,000 lbs. of nickel per year in 1961. 


Continued Search for New Deposits 


In addition to mining and developing its known ore deposits at 
Sudbury and in northern Manitoba, Inco is continuing to make an 
extensive search for further deposits of nickel in these and other 
areas throughout the world in order to prepare for the expanded 
use of nickel in the future. Expenditures for exploration in 1958 


alone will be approximately $9,000,000. 


[12] 
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Exuisit 10 


Report BY Dr. J. R. TOWNSEND OF CONVERSATION WitH HS. WINGATE, PRESI- 
DENT, INTERNATIONAL NICKEL Co., FEBRUARY 14, 1956, AND CONVERSATION WITH 
LANGBOURNE M. WILLIAMS, PRESIDENT, FREEPORT SULPHUR Co. AND R. C. HILLs, 
VIcE PRESIDENT, FREEPORT SULPHUR Co., TRANSMITTED WITH COVERING LETTER 
ro Dr. ARTHUR FLEMMING WHICH APPEARS ON PAGE 216 


Conversation with Mr. H. S. Wingate, president, International Nickel Co., 
February 14,1956 _ 


Reviewed with Mr. Wingate in detail the situation with regard to nickel and 
its future outlook. He reviewed in general the contents of the International 
Nickel Co.’s report to the Royal Commission of Canada, and in addition made 
the following statements with respect to specific questions : 

1. They have found unsuspected rich ore bodies in the Sudbury district that 
had been previously overlooked. 

2. They are proceeding to drive their mineshafts to the 8,000-foot level where 
they have discovered additional rich ore possibilities. There seemed to be no 
doubt in his mind that these ore bodies were sufficiently rich to pay for the 
operation and the longer time interval required to bring the ore to the surface. 

8. He stated that they are continuing their exploration work at the rate of $5 
million per year and that they had made an important discovery in the region 
of Mystery Moak Lake, northern Manitoba. They are planning to operate in 
this area. They have driven a shaft into the ore bodies and have made con- 
siderable diamond drill exploration. This is a sulfide ore containing about 0.7 
percent nickel and is of large extent. He stated that there was considerable low- 
grade ore in the same area. They are planning to build a railroad, a mining 
operation, and reduction plant. The total operation, including the building of 
a mining town, will amount to about $100 million. They are presently collect- 
ing funds and continuing their study to proceed with this operation. 

4. He stated that the International Nickel Co. had purchased a foundry about 
15 miles from Sudbury where they could, in an emergency, produce pig nickel 
on a fairly large scale by the melting of nickel matte. 

5. With regard to what could be done in an emergency in the event of enemy 
attack, he stated that they have some standby machinery and could get back 
into operation on a reasonably short period of time. 

6. He was unable to answer the question as to what the power frequency was 
in the Sudbury district, but later I was informed by Mr. E. W. Wise of his staff 
that there are two points where they could connect into the U.S. power system— 
Detroit and New England. Mr. Wise also stated that frequency changers were 
available to convert the 60—cycle to the local Canadian 15 to 24 cycles as the case 
may be. 

7. No discussion was had with Mr. Wingate with regard to fallout. 

8. It was evident that the Canadian plans for protection, dispersion, and 
rehabilitation of their plants in the event of atomic attack was based on sketchy 
information derived from the Hiroshima and Nagasaki experience. 

9. Mr. Wingate was not given any indication as to what my conclusions would 
be cr that the main conclusion would be that the base of production of nickel 
should be expanded. He seemed to particularly emphasize the fact that there 
was more nickel in sight now than had been mined by the International Nickel 
Co. and that they were continuing to work on new sources. 

10. He made a special point of suggesting that something be done to remove 
the 14-cent per pound duty on nickel. He did not feel that this import duty 
did the United States any good and it was burdensome to the nickel companies. 

11. He called particular attention to the differences in exchange rate existing 
between the United States and Canada with respect to the dollar. My view 
was that this is a broad economic question that is not wholly germane to the 
subject under discussion. 

12. He was asked if the International Nickel Co. wished to confine its opera- 
tions wholly to Canada and he stated, “No,” and further that they had looked 
into the possibility of producing nickel from Philippine ores, New Caledonia 
ores, and from ores present in San Domingo, and it was his general impression 
that the political setup in these countries was not sufficiently stable for them 
to involve risked capital on their own account. 

13. Mr. Wingate implied that the International Nickel Co. had information 
concerning a process or processes that would be highly efficient for the extrac- 
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tion of nickel from laterite ore bodies. He didn’t give any details of the process 
but his attitude strongly supported the thought that they had a highly efficient 
process “on ice.” 


J. R. Townsenp, 


CONVERSATION WITH LANGBOURNE M. WILLIAMS, PRESIDENT, FREEPORT SuLPHyp 
Co., AND R. C. HILis, VICE PRESIDENT, FREEPORT SULPHUR Co, 


Mr. Williams stated that the Freeport Sulphur Co. was having the engineer. 
ing firm of Sanderson & Porter make a feasibility study of their processes for 
the extraction of nickel from the laterite ores of Cuba. They would like 
to obtain from the Government a certificate of necessity in order that they may 
go to banks and get the necessary capital to complete a plant for the extraction 
of nickel in Cuba. They have secured the requisite ore-bearing properties jp 
Cuba and will prepare to go ahead. 

We reviewed the general background of the nickel problem without referring 
in any way to conclusions. 

In answer to the direct question as to whether they would be willing to build 
a plant capable of producing 30 million pounds of nickel per year as a first step 
and later enlarge it to 50 million pounds per year rather than build a plant 
capable of producing 50 million pounds per year to start with, he stated he 
much preferred the latter procedure. 

Mr. Williams emphasized that they had built the original nickel reduction 
plant for the Government in Nicaro, that their present ore properties were 
similar to Nicaro properties, and they were very anxious to get into the nickel 
business as a commercial enterprise. 

He felt that there would be a tremendous future demand for nickel and the 
Freeport Sulphur Co. was most anxious to get into this business. 


J. R. TOWNSEND. 


EXHIsIT 11 
MINUTES OF DEFENSE MOBILIZATION BoArRD MEETING, OcToBER 1956 


The meeting convened at 2:30 p.m., room 100, Executive Office Building. 

The single item for discussion concerned additional diversion of nickel to 
industry from scheduled shipments to the Government. An office of Defense 
Mobilization staff paper, prepared for use at this meeting, reviewed the current 
nickel supply situation, the increased supply in prospect as a result of expansion 
program activities, the U.S. defense position for nickel, and the feasibility of 
increasing diversions. 

The first part of the meeting was given over to examining the status of nickel 
expansion programs in prospect on the part of Bethlehem Steel, International 
Nickel Co., Freeport Sulphur Co., Falconbridge Nickel Mines, Ltd., and others. 

Particular attention was devoted to the Bethlehem Steel Co.’s proposal which, 
among other things, involves the extension of a line of credit at 4% percent from 
the Export-Import Bank. There was substantial sentiment among the Board 
members favoring a thorough exploration of the possibilities outlined in the 
Bethlehem proposal, since, in many respects, this proposal appeared beneficial 
to the Government. 

The Board recommended that the Office of Defense Mobilization contact the 
Export-Import Bank concerning the details of the Bethlehem proposal with a 
view toward seeking agreement on a Government statement of policy which 
would have the effect of amending the present O1)M policy statement with respect 
to the nickel expansion program. 

The Board considered the matter of recommending additional diversions to 
industry in light of prospective increases in sources of supply, estimated mili- 
tary requirements, and other data, and recommended that all deliveries to the 
Government be deferred during the last quarter of the current year and the 
first quarter of 1957. The Office of Defense Mobilization Director indicated his 
general acceptance of this recommendation and stated that his decision would 
be announced in the early part of the following week. Prior to announcing a 
decision, however, the Office of Defense Mobilization will work with Commerce 
in preparing the text of a public announcement which, among other things, 
might stress the desirability of nickel producers, released in part from their 
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obligations to the Government, endeavoring to recognize legitimate needs of the 
smaller nickel users. 
The meeting adjourned at 4:10 p.m. 


EXHIBIT 12 


Excerpt From COMMITTEE PRINT ENTITLED, “DEFENSE PRODUCTION ACT PROGRESS 
Report No. 36—StTuDY OF SUPPLY AND DISTRIBUTION OF NICKEL, JANUARY 8, 
1957 

NICKEL SUPPLY OUTLOOK 


Because of the long leadtime required for developing production of primary 
nickel from new sources, additions to the supply from the new expansion pro- 
gram probably will not be forthcoming until 1959 or 1960; therefore, a complete 
solution of the nickel problem cannot be expected until that time. 

There are, however, favorable factors which would tend to ease the situation for 
industry during the intervening period. 

Firstly, export-control policy will serve to protect industry against an undue 
drain of nickel and of commercial nickel scrap through the export route as long 
as the current shortage continues. At the same time, the present costliness of 
scrap will tend to assure the efficient utilization of all scrap of commercial value. 

Secondly, there will be more primary nickel coming to the United States in 
1957 and 1958 under present contractual arrangements with the U-.S. 
Government. ODM has indicated in a press conference that diversions may be 
continued provided there are no new developments which may be unfavorable 
to our defense position for nickel. If we thus assume continuation of the first 
quarter 1957 policy of releasing all scheduled shipments to the Government, this 
would increase the total industrial supply, particularly in the second half of 1957 
and 1958 and, if defense requirements remain at present levels or increase only 
moderately, the availability for civilian use will be improved during this period. 

Thirdly, if present negotiations with nickel producers result in contracts 
leading to an eventual achievement of the expansion goal of 440 million pounds 
per year, and if estimates of mobilization requirements do not increase, ODM 
may regard the increase in the mobilization supply estimates as justification for 
a reduction of the stockpile objective, thereby giving further support to the 
present policy of diversion even under adverse circumstances. 

With recognition of the above uncertainties, there is, in brief, a prospect that 
the shortage of nickel for civilian purposes will be somewhat eased pending 
completion of the projects under the new expansion program. 


EXHIBIT 13 


LETTER SIGNED BY SENATORS ALLEN J. ELLENDER AND RUSSELL LONG TO Hon. 
JACK Brooks, May 21, 1959 


U.S. SENATE, Washington, D.C., May 21, 1959. 
Hon. JACK Brooks, 
House of Representatives, 
Washington, D.C. p 


Deak JaAcK: We understand that Mr. Charles Wight, president of Freeport 
Sulphur Co., presented to you a statement, together with four supplemental 
memoranda, during the recent hearings held by your subcommittee and requested 
that they be included in the printed record of the hearings. We hope that you 
will comply with this request. 

If for any reason you feel that Mr. Wight’s statement and the accompanying 
material should not be included in the record, we would appreciate your placing 
acopy of this letter in the hearings in order that our request in this regard will be 
a matter of record. 

Sincerely, 
ALLEN J. ELLENDER, U.S. Senator. 
Russet. B. Lone, U.S. Senator. 


Nore.—With regard to material mentioned in above letter, see footnote, 
p. 128. 
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